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INTRODUCTION 


This  volume j plus  the  other  eleven  volumes  in  the  series,  contains 
every  ar*-icle  ever  printed  in  the  Southeast  Asia  Analysis  Report  (a  feu 
additional  papers  not  printed  in  the  report  are  occasionally  included,  too.)* 

Fifty  issues  of  the  Southeast  Asia  Analysis  Report  were  published 
from  January  ].967  through  January  1972  by  the  Southeast  Asia  office  under 
the  Assistant  Secretary  of  Defense  (Systems  Analysis).  The  Report  had 
two  purp'^ces.  First,  it  served  as  a vehicle  to  distribute  the  analyses 
produced  by  Systems  Analysis  on  Southeast  Asia.  It  thus  provided  other 
agencies  sin  opportunity  to  tell  us  if  we  were  wrong  and  to  help  pre\'ent 
research  duplications.  We  solicited  and  received  frequent  rebuttals  or 
comments  on  o’jr  analyses  which  sharpened  our  studies  and  stinuilated  better 
analysis  by  other  agencies.  Second,  it  was  a useful  management  tool  for 
getting  more  good  work  frexn  our  staff  — they  knew  they  must  regularly 
produce  studies  which  would  be  read  critically  throughout  the  Executive 
Branch. 

The  first  page  of  the  Report  stated  that  it  "is  not  an  official  publi- 
cation of  thi  Department  of  Defense,  and  does  not  necessarily  reflect  the 
views  of  the  Secretary  of  Defease,  Assistant  Secretary  of  Defense  (Systems 
Analysis),  or  comparable  officials."  The  intent  was  solely  to  improve  the 
quality  of  analysis  on  Southeast  Asia  problems  — and  to  stimulate  further 
thoxight  and  discussion.  The  report  was  successful  in  doir.g  precisely  this. 

We  distributed  about  350  copies  of  the  Report  each  month  to  OSD  (Office 
of  the  Secretary  of  Defense),  the  Military  Departments,  cmCPAC,  and  Saigon, 
and  to  other  interested  agencies  such  as  the  Paris  Delegation,  AID,  State 
Department,  CIA  and  the  VJhite  House  Staff.  Most  copies  circulated  outside 
OSD  were  in  response  to  specific  requests  ftom  the  individual  person  or 
agency.  Oxu:  readership  included  many  of  the  key  commanders,  staff  officers, 
and  analysts  in  Washington  £ind  in  the  field.  Their  comments  were  almost 
always  generous  and  complimentary,  even  when  they  disagreed  with  our 
conclusions,  Sc»ne  excerpts  appear  below; 

"I  believe  the  'SEA  Analysis  Report’  serves  a useful  purpose,  and 
I would  like  to  see  its  present  distribution  continued."  (Deputy  Secretary 
of  Defense,  31  Way  19^) 

"We  used  a highly  interesting  item  in  your  May  Analysis  Report  as 
the  basis  for  a note  to  the  Secretary,  which  I've  attached."  (State 
Department,  23  June  I967) 

"V’e  were  all  most  impressed  with  your  first  monthly  Southeast  Asia 
Analysis  Report.  Hot  only  do  we  wish  to  continue  to  receive  it,  but  we 
would  appreciate  it  if  we  could  receive  4 .(four)  copies  from  now  on." 

(White  House,  9 February  19^7) 


Ambacsadcr has  as’.:e;;  tsii  you  that  he  has  much  appre- 

ciated and  benefited  fr the  studi'='S  ar.i  analyses  of  this  publication.” 
(state  Depaa-tment/V/hite  House.  24  January  l,v5S') 

’’Congratulations  on  your  January  issue.  The  ‘Situation  in  South 
Vietnam'  article  was  especially  interestini-  and  provoking.”  (State 
Department,  2h  January  19^9) 

"I  let  Ambassador take  a swing  at  the  paper.  He  made  several 

com-ments  which  may  be  of  interest  to  yov.  Many  thanks  for  putting  us  back 
on  distribution  for  your  report.  Also,  despite  the  return  volley,  I hope 
you  will  continue  sending  your  products."  (MACV-CORDS,  1?  June  I968) 

"As  an  avid  reader  (and  user)  of  the  3-IA  Analysis  Report,  I see  a 
need  for  more  rounded  analyses  in  the  pacification  field  and  fewer  simplistic 
constructs."  (MACV-DEPC0RD3,  17  April' 156=) 

"The  SEA  Programs  Division  is  to  be  ecaaended  for  its  perceptive 
analysis  of  topics  that  hold  the  continuing  ccncern  of  this  headquarters... 
The  approach  was  thoughtfully  objective  throu^oup  and  it  was  particularly 
pleasing  to  note  a more  incisive  recognition  of  factors  that  defy  quanti- 
fied expression."  (Commander,  US  Army  Vietnam-USARV,  29  November  1967) 

"In  general,  I think  it  is  becoming  the  best  analytical  periodical 
I*ve  seen  yet  on  Vietnam  (though  there's  not  much  competition)," 
(J4ACV-DEPC0RDS,  21  April  I967) 

"Statistical  extrapolations  of  this  type  serve  an  extremely  useful 
purpose  in  many  facets  of  our  daily  work."  (CIA,  6 February  I967) 

"One  of  the  most  useful  Systems  Analysis  products  we  have  seen  is 
the  monthly  Southeast  Asia  Progress  Report...,  Indeed  it  strikes  many 
of  us  as  perhaps  the  most  searching  and  stimulating  periodic  analysis 
put  out  on  Vietnam."  (President  of  The  Rand,  Corporation,  22  October  19^9) 

In  November  19^,  55  addressees-  ans-wered  a questionnaire  about  the 
Report:  52  said  the  report  was  useful,  2 said  it  was  not,  and  1 said, 

'•The  report  does  not  meet  an  essential  need  of  this  headquarters;" 
nonetheless,  it  desired  "to  remain  on  distribution"  for  7 copies.  Prom 
48  questionnaires  with  ccanplete  responses,  we  found  that  an  average  4.8 
people  read  each  copy  — a projected  readership  of  500-950,  depending  on 
whether  we  assumed  1 or  2,4  residers  of  copies  for  which  no  questionnair^f 
was  returned. 

Readers  responding  to  the  questionnaire  reported  using  the  Report 
for  the  following  purposes: 


Information 

h2fo 

Analjfsis 

Policy  I'-feking 

Briefings 

7i 

Other  % 

In  aclditiun,  readai'n  reporbed  aoout  equal  inboresi  in  each  of  the  seven  sub- 
ject area:;  norL’.&lly  covered  in  the  Report. 

VC/KVA  1% 

Air  Operations  9.Qffo 

RVNAF  1% 

Pacification  13^ 

Friendly  Forces  12^ 

Deployments  12fa 

Logistics/Construction 

10^ 

There  v.'as  some  negative  reaction  to  the  Report.  Concern  was  expressed 
about  "the  distorted  ijapressions"  the  Report  left  with  the  reader  and  its 
wide  dissemination  which  "implies  its  acceptance  by  the  Secretary  of  Defense, 
giving  the  document  increased  credibility." 

Given  the  ^vay  in  which  the  Southeast  Asia  Analysis  Report  was  used, 
the  important  responsibilities  of  many  of  its  readers,  and  the  controversial 
aspects  of  the  report,  I decided  to  include  in  these  twelve  volumes  every 
article  ever  published  in  a Southeast  Asia  Analysis  Report.  This  will  allow 
the  users  of  these  volumes  to  arrive  at  their  own  conclusions. 


Thomas  C.  Thayer 
February  l8,  1975 
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CONFIDENTIAL 


TH I IMPACT  OF  OVBRSETiS  POD  EXFSIiglTlr-ZS  "OK  Tl-fS  VI;:T.!/,:i  WAJ^  ON 

tH6  us  balajcs  ‘OF  PAYt.isrirs 

The  adverse  impact  of  Vietnam  on  the  ilS  Balance  of  Payments 
has  been  grossly  overstated.  The  act'jial  impact  of  DOD  overseas 
expendittires ' for  the  war  is  only  one-third  of  the  figure  usually 
given.  Termination  of  the  war  will  net  eliminate  the  Balance  of 
Payments  deficit. 

Overseas  DOD  expenditxxres  for  the  war  in  Vietnam  have  been 
citea  ■; ' several  government  publications  as  a laajor  factor  in  the 
*>1.7  billion  reduction  (from  $7.0  billion  in  CY  65  to  $5*3  billion 
*r  CY  66)  in  the  net  balance  of  goods  and  services,  "the  trade 
■v\ilance."  Net  US  military  ej^enditures  overseas  last  year 
increased  by  $.7  billion,  in  spite  of  ibstantially  increased 
military  equipment  sales  in  Western  Europe.  Since  overseas  expen- 
ditures for  the  Vietnam  war  were  $.9  billion  in  CY  66,  they  would 
api  ar  to  be  responsible  for  about  5^^^  of  the  decline  in  the  US 
trade  balance  and  20^  of  the  $4.5  billion  CY  66  deficit. 

However,  only  about  one-third  of  the  additional  overseas 
e3qE.c-nditures , $.3  billion  in  CY  66,  had  an  unfavorable  ingjact  on 
the  US  Balar.e  of  Payments.  The  remaining  tv/o-thirds  ere  offset 
by  increased  US  exports  induced  by  raisir.g  the  incomes  and  foreign 
'xchange  holdings  of  the  recipient  countries.  The  fraction  of  a 
dollar  of  additional  DOD  expenditures  overseas  for  Vietnam  returned 
as  a purchase  of  US  sjqxjrts  ranges  from  l.CO  for  Japan  to  .4o  for 
the  Philippines.  In  Vietnam,  where  the  largest  expenditures  occur, 
66  cents  out  of  every  DOD  dollar  is  returned  to  the  US  through  the 
purchase  of  US  goods  and  services. 

Tlie  following  table  shows  by  country  the  distribution  of  US 
military  ej^jenditures  for  Vietnam  (based  on  the  DOD  Comptroller’s 
estimates),  the  induced  US  e^orts,  and  the  net  dollar  dredn  for 
calendar  I966,  1967*  and  1968. 
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Vietnam 

95.9 

281.9 
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139.3 

409.7  ■ 
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Ryukyus 

— 

28.5 

28.5 

— 

38.7 

38.7  ? 

Japan 

— 

107.2 
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Korea 

16.0 

64.0 
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Taiwan 
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CONFIDENTIAL 


IMPACT  OF  VISTiW.  CONFLICT  ON  G52A.T  SOCISTY  PRaORAtg 

The  Great  Society  is  a combination  of  new  programs  (e.g,.  Civil  Ri^ts, 
Medicare,  Office  of  Economic  Opportunity)  and  the  expansion  of  existing 
programs  (increased  Social  Security  benefits  and  wider  eligibility, 
e:5>ansion  of  grants  for  education).  To  gauge  the  effect  of  Vietnam  on 
the  Great  Society,  it  is  necessary  to  compare  the  budget  figures  prior  to 
and  during  the  Vietnam  crisis.  Since  the  start  of  many  new  programs 
coincided  with  the  Vietnam  build-up,  no  attempt  is  made  here  to  separate 
new  from  existing  programs. 

Increases  in  DoD  spending  impact  mainly  on  non-defense  purchauses  of 
goods  and  services,  and  especialJLy  those  of  the  space  program,  for  which 
the  skills  and  production  facilities  are  much  the  same;  transfex*  payments 
and  grants-in-  aid  to  state  and  local  governments , which  con^jrise  the  bulk 
of  Great  Society  expenditures,  are  least  affected  by  increases  in  the 
level  of  DuD  spending,  since  they  are  tied  to  long  term  conmitments 
(Social  Security)  or  economic  conditions  (unemployment  coapensatlon,  term 
program) . 

In  toto,  spending  on  the  Great  Society  has  increased  at  an  average 
unmiRi  rate  of  17.1^  since  FY  1965*  while  the  rates  for  DoD  ar.d  all 
Federal  Government  are  10.2^  and  respectively.  (New  Obligational 

Authority  basis).  Table  1 shows  rates  and  levels  for  individual  programs. 
Since  the  Vietnam  build-up  at  the  start  of  FY  1966,  DoD  and  Great  Society 
programs  together  will  have  accoimted  for  almost  9^  of  the  increase  in 
the  federal  budget  (Administrative  Budget  and  Trust  Fund  Expenditure 
basis);  Great  Society  programs  alone  account  for  40^^  of  the  increase. 

In  Ff  1957,  DoD  e;jq?enditures  represented  53?f‘  of  the  total  federal 
budget;  in  FY  1965,  the  year  prior  to  the  Vietnam  ti*ild-up,  they  were 
40.3^  of  the  total,  and  in  FY  1968  the  figure  will  be  42.85^.  For  Great 
Society  programs,  the  figures  are  15^,  24.35&,  and  28,9^,  respectively. 

Thus,  the  Vietnam  situation  has  not  reduced  the  growth  rate  of  the 
Great  Society  programo.  The  related  question,  of  course,  is  whether  they 
would  have  grown  even  faster  were  it  not  for  Vietnam.  The  answer  to  this 
question  is  a probable  "yes”;  but  the  total  offset  from  a continued  peace 
would  have  been  (l)  less  than  the  increase  in  the  DoD  budget  due  to 
Vietnam,  and  (2)  apportioned  among  non-Great  Society  programs,  as  well, 
especially  the  space  program,  for  which  funding  heis  actually  decreased 
every  year  since  the  Vietnam  build-up. 

On  the  other  hand,  the  FY  1966  budget  for  Great  Society  cxpsaditiures 
(submitted  prior  to  the  build-up)  fell  short  of  realization  by  only  $752 
million  (2^  and  ejqpenditures  in  FY  I967  were  estimated  to  exceed  the 
budget  submission  by  5.1^8,  accounting  for  23-2%  of  the  announced  FY  196? 
deficit  of  $9*9  billion. 
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I Further,  for  PY  I966-68,  Great  Society  KOA  has  exceeded  expenditures 

I . . by  an  average  of  $3.5  billion  (21^5)  per  year.  The  bulk  of  these  funds 

I is  on  a direct  payment  basis,  and  very  little  is  for  long  lead-time 

I -items  (e.g.,  construction);  thus,  expenditures  should  roughly  equal  NQA 

f over  time.*  For  the  fiscal  years  1957-65,  NOA  exceed  expenditures  for 

I the  Great  Society  programs  by  an  average  of  almost  one  billion  dollars, 

or  15^,  per  year.  If  the  entire*  difference  between  NQA  and  expenditures 
I were  due  to  mid-year  expenditure  cutting  by  the  Bureau  of  the  Budget, 

I recent  cuts  are  only  40%  higher,  on  a percentage  basis,  than  those  of  the 

I pre-Vietnam  period,  so  that  Great  Society  expenditures  would,  be  about 

I $1.4  billion  (95&)  higher  without  Vietnam. 


*Por  conparative  purposes,  NQA  has  exceeded  expenditures  in  DoD  by  an 
average  of  $4.0  billic-,  FY  I965-68. 
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KiM  oi.'I.io.v,?to:jal  AU‘nioKV'i*r  a?»  admekistiotve  biidgut  and 
THUST  V-JINn  FVi’K.Ilvi'l'UraiS,  SNIiKCTED  ACCOUN'i’S,  FY  1957-68  ^ 

($  Millions) 


All  Federal 

1957 

1^ 

1959 

19b0 

1961 

19^ 

1963 

HOA 

$70,179 

$76,345 

$81,365 

$79,574 

$86,675 

$92,862  $102,283  $1 

Exp. 

National  Defense 

81,904 

86,694 

99,863 

97,751 

io4,303 

. I12,9ro 

119,187 

NOA 

»K),365 

40,512 

45,586 

44,832 

45,994 

52,4i4 

54,323 

Exp. 

Space 

43,461 

44,578 

46,712 

46,217 

47,690 

51,469 

53,434 

NOA 

78 

117 

305 

524 

964 

1,825 

3,673 

Exp. 

Education 

76 

89 

i45 

401 

744 

1,257 

2,552 

NOA 

6?l 

597 

626 

969 

1,333| 

1,285 

1,420 

h/ 

Anti- Poverty  z/ 

438 

542 

733 

867 

944 1 

i 

1.077 

1,246 

NOA  , 

Kxp.  £/ 

2,768 

2,582 

3,005; 

3,208 

3,575- 

4,263 

4,938 

2,234 

2,554 

2,917 

3,i40 

3,391 

3,890 

4,491 

Exp.  2/  . 

Urban  Renewal  -/ 

11,8?0 

15,329 

17,223 

19,497 

22,627 

24,272 

26,544 

NOA 

313 

467 

338 

501 

3,069 

231 

238 

Exp.  , 

Civil  Rights  i.' 

NOA 

Exp. 

109 

129 

205 

1 

1 

264 

1 

1 

312  j 

1 

1; 

424 

1 

1 

400 

1 

1 

^ Source;  Sie  Budget  of  the  United  States  Government,  I968. 

la/  Account  650  - Health,  Labor,  and  V/'elfarc,  excluding  652  Labor  and  Manpower. 

c/  Excludes  Trust  Fund  Account  650. 

d/  Incltides  Trust  Fund  Account  65O. 

e/  Accounts  552,  Public  Housing  and  553>  Urban-  Renewal  and  Conanunity  Facilities. 


^ Includes  Commission  on  Civil  Rights;  Civil  Rights  Education  Activities^  White  House  Coa 
Service;  Civil -Service  Commission  Administration  of  .Voting  Rights  Act  of  1965;  Equal  Et^ 
Opportunity  in  Housing;  President's  Council  on  Equal  Opportunity. 
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1968. 

Labor  and  Kanpower^ 


Average  Crovrth 
Rate  (^{) 


1 

Fiscal  Yeeir 

FY 

FY 

|l960 

1^ 

j 

1962 

1963 

19^ 

MT 

1966" 

w~ 

57-65 

*66-68 

&»574 

1 

$86,675! 

i 

i $92,862  $102,283  $101,103  $106,608  $126,439  $139,562  $143,994 

4.85t 

7-Ti 

104,308 

. 112,928 

119,187 

126,569 

126,ii»4 

141,842 

167,611 

179,540 

4.9 

9.3 

1,832 

45,994 

52,4i4 

54,323 

53,762 

53,198 

67,364 

75,108 

77,851 

3.2 

10.2 

i»2l7 

47,690 

51,469 

53,434 

54,668 

50,914 

58,478 

71,360 

76,857 

1.9 

10.9 

I 524 

964 

1,825 

3,673 

5,100 

5,250 

5,175 

4,968 

. 5,050 

60.0 

> 

1 

744 

j 1,257 

2,552 

4,171 

5,093 

5,934 

5,600 

5,302 

60.0 

1.0 

1 969 

1,333 1 

i 1,285 

1,420 

1,530 

2,417 

4,315 

4,623 

5,245 

15.3 

21.5 

944' 

1 

1 1,077 

1,246 

1,341 

l,5^^6 

2,836 

3,300 

2,785 

15.0 

15.8 

p,203 

3,575’ 

4,263 

4,938 

5,204 

6,670 

8,572 

10,481 

11,727’ 

10.2 

15.2 

i,l.4o 

3,391 

3,890 

4,491 

5,036 

5,333 

7,074 

9,B96 

10,778 

10.2 

19.3 

|),4'7r 

22,627 

24,272 

26,54'i 

27,769 

28,518 

33,458 

41,373 

47,888 

10.3 

13.9 

1 501 

3,069  231 

238 

236 

i,Llo 

1,462 

1,322 

2,201 

15.1 

18.7 

1 

312 

424 

i 

4oo 

455 

650 

679 

824 

1,264 

21.9 

l8.i 

I ^ 

i 

1 1 

1 

1 

13 

16 

21 

34 

n.a. 

27.2 

1 1 

1 

1 

1 

1 

3 

12 

19 

25 

n.a. 

50.0  ♦ 

Community  Facilities. 

cation  Activities^  White  House  Conference  on  Civil  Rights;  Cctraimity  Itelations 
bting  Rights  Act  of  1965;  Equal  Enqjloyment  Opportunity  Commission;  Equal 
Opportunity. 
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CONFIDENTIAL 

The  Cost  of  Bogibir:g  iiorth  Vietnam 


The  boinbing  of  North  Vietnam  appears  to  cost  the  US  about  of  the 
$24  billion  total  cost  of  the  war  in  SEA.  The  table  belcnr  shoirs  these  costs 
in  terms  of  the  incremental  sa’/ings  estimated  for  CY  I968  if  U.S.  air  oper- 
ations against  liorth  Vietnam  were  to  be  stopped.  This  is  not  to  say  that  the 
bombing  should  be  stopped  - it  is  only  an  essential  assvmsption  in  order  to 
make  a cost  estimate. 


INCREI-ENTAL  SAVINGS  - CY  1968 
IF  U.S.  AIR  OFSRATIONS  IK  NVN  ARB  STOPPED 
(?  Millions) 


Operating 

Procurement 

Military 

Pilot 

Costs 

Ammunition 

Pay 

Attrition 

Costs  ' 

Total 

USAF  Aircraft 

l48 

253 

126 

18  ^ 

1120 

USN  Aircraft 

18 

471  , 

0 £/ 

6 

858 

USN  Carriers  # 
USA  Personnel  — ' . 
USAF  Personnel  ^ 

11 

12 

0 

23 

28 

5 

33 

0 

0 

66 

43 

0 

49 

0 

0 

2l»5 

755 

226 

7^ 

“19II 

.2159 

^ Includes  $26  million  of  US1-!C  attrition.  - 1, 

^ Includes  $1,4  million  of  USMC  pilot  costs. 

c/  Included  in  cost  of  IJavy  aircraft.  (. 

y Base  operating  support  and  related  support  personnel. 

If  the  air  canpaign  against  North  Vietnam  is  stopped  the  U.S.  would  save 
approximately  $2.?  billion  during  CY  I968.  Estimated  savings  in  adrcraft 
attrition  ($762  million)  and  aaanunition  ($729  million)  acccamt  for  59*^  of  the 
total  2159  million.  Pilot  training  costs  would  be  reduced  by  approximately 
$194  million  because  of  lower  training  requirements  and  pilot  losses.  An  addi- 
tional $248  million  in  operatlcmal  expenses  and  $226  million  in  miUtary  pay 
would  be  saved  by  reduced  flying  hours  and  munitions  handling,  closing  of  air 
bases  and  the  phase  out  of  the  Intrepid, 

These  costs  are  based  uroon  the  SEAPRO  Cost  Analysis  model  wh-*  h calcu- 
lates the  cost  of  alternative  deployments  in  Southeast  Asia,  Cost  factors  in 
the  model  are  based  upon  two  states  or  conditions  of  military  resources  - 
deployed  and  not-deploye-; . These  two  states  are  roughly  equivalent  to  wartisa 
and  peacetime  conditions.  This  dual-state  nature  of  the  cost  model  smkes  it 
possible  to  calciiLate  the  Incremental  cost  to  deploy  an  infantry  battalion 
(or  a squadron  of  f4s)  from  a peacetime  environment  in  the  U.S.  to  a combat 
status  and  to  operate  it  for  a 12  month  period  in  Southesist  Asia.  Wherever 
possible  the  cost  factors  have  been  based  on  the  military  cost  handbooks  and 
actual  experience  in  Southeast  Asia.  I 
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Cost  of  U.S,  Aiy  Operations  in  trPJ  - Ar^-.-t-jons 

The  assvunptions  used  to  estimate  -r.e  cost  of  U.S.  air  operations  in 
North  Vietnam  during  OY  1968  are  shoic.  relr/;: 

1.  U.S.  sorties  planned  for  use  ir.  I.".*::  were  cancelled. 

2.  Planned  sorties  in  Laos  and  Scut'r.  Vietnam  were  not  changed. 

3.  Sufficient  aircraft  were  lefv  in  South  Vietnam  to  maintain  air 
operations  in  SVN  and  Laos  at  their  current  level.  All  other 
aircraft  were  returned  to  the  V.3.  from  Thailand  and  Wavy  aircraft 
carriers. 

4.  U.S.  airbases  in  Thailand  were  closed  whenever  possible,  and  their 
base  operating  support  personnel  discharged  from  military  service. 

5.  Two  U.S.  aircraft  carriers  were  jperated  in  a peacetime  environment 
and  the  jDitrepld  was  retired  from  the  Navy. 

Large  ntimbers  of  Air  Fo.’ce  and  Ilav:.*  aircraft  could  retixrn  to  the  U.S.  if 
the  U.S.  air  operations  in  North  Vietnam  are  stopped.  Without  reducing  the 
level  of  effort  in  South  Vietnam  and  Laos,  it  would  be  possible  to  send  all 
USAF  fighter/attack,  recce,  and  ECM  currently  stationed  in  Thailand  to  the 
U.S.  The  three  Navy  aircraft  carrie»s  at  YANKEE  STATION  could  be  deployed  to 
other  areas  of  the  world.  Aircraft  based  in  South  Vietnam,  no  longer  required 
to  fly  sorties  in  the  Worth,  would  be  used  to  offset  the  loss  of  these  air- 
craft as  shown  below: 


Fi^ter/Attack  Sorties  in  SVN/Laos  Planned  3y 

SVN/Laos  Sorties 

USAF  (Thaildnd-based) 

12534 

Navy 

ll401 

Total 

23955 

To  Be  Diverted  From  NVN 

USAF  (SVN-based) 

20504 

USMC  (SVN-based) 

7347 

Total 

275^ 

Difference 

+3916 

Recce  Sorties 

Planned 

4676 

Diverted  from  NVN 

4864 

Difference 

+5B5 

It  was  assumed  that  two  Navy  aircraft  carriers,  currently  operating  in 
Southeast  Asia,  would  be  used  for  peecef;!  operations  in  other  areas  of  the 
world.  Ihe  Intrepid  would  retire  from  active  service.  The  table  below  shows 
the  Thailand-based  aircraft  which  would  return  to  the  U.S.  and  operate  in  a 
peacetime  environment.  Propeller  aircraft,  B-528,  and  F-102s  were  left  in 
Thailand  for  use  in  other  Southeast  Asia  military  operations. 
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.THE  BOMBIHG  - ITS  BCO*}Oy.IC  COSTS  4:.T  r.-VT^TTf;  rn  mvrn  vtptkau 
I.  Summary  and  Conclusion 

One  reason  we  bomb  North.  Vietnam  is  to  impose  econosdc  costs 
on  the. North  Vietnamese  for  their  continued  svpport  of  the  war  in 
the  South.  These  costs  are  issposed  through  destruction  of  North 
Vietnam’s  industry,  transportation,  ccnaunications,  etc,,  and  by 
forcing  the  government  to  divert  productive  labor  from  local  pro- 
duction to  bomb  damage  repair.  (This  paper  does  not  consider 
other  effects  of  the  bombing  on  the  North,  such  as  adverse  psycho- 
logical effects  on  the  population,  creating  fears  of  a wider  war 
as  an  inducement  to  negotiate,  and  creating  political  divisions 
within  the  Government  of  North  Vietnam  that  could  lead  to  an 
early  settlement), 

4 4 

Judged  on  this  criterion,  the  air  wair  on  the  North  has  not 
been  very  successful.  The  best  statistical  evidence  available 
Indicates  that  the  results  have  been  as  foUms: 

a.  The  total  supply  of  goods  in  North  Vietnam  has 

. been  little  affected  by  the  bombing’.  Imports 

. in  the  form  of  cooounist  non-military  aid  have 

more  than  offset  the  loss  of  domestic  production 
' caused  by  the  bombing.  But,  per  capita  consuzrp- 
tion  of  consuDser  goods  (food,  clothing,  etc.)  is 
probably  lower,  bcca'ose  the  ccmipositicn  of 
taports  has  been  affected  by  military  priorities, 

b.  Much  of  North  Vietncm’s  capital  stock  has  been 
destroyed  by  the  bombing,  Kwever,  it  could  be 
replaced  in  a short  period  if  the  bombing  stopped 
and  if  past  or  paresent  levels  of  coomninist  foreign 
aid  continued.  If  Hlq  pre-bombing  capital  stock 
is  replaced  (but  not  increased),  the  "cost”  of  the 
bombing  to  North  Vietnam  would  be  the  cumulative 
loss,  of  output  until  full  replacement  occurs. 

Even 'if  the  pre-bocbing  capital -stock  were  rebuilt 
but  not  increased,  it  would  be  more  modem  and 
productive  than  it  otherwise  would  have  been,  thus 
offsetting  part  (if  not  all)  of  the  bombing’s  cost. 

c.  KknpoVer  diverted  ftca  local  production  to  bomb 
damage  repair  and  mili-tary  service  (7**-7,000)  baa 
been  more  than  offset  by  the  natural  growth  of 
the  lebor  force,  importation  of  foreign  labor, 
labor  released  through  bomb  damage,  etc., 

• < (841,000),  North  Vietnam  “has  the  ability  to  over- 

come future  manpower  shortages  through  a variety 
of  methods  such  as  di*#*erting  labor  ftrom  low  pro- 
ductivi-ty  eaployment  (i.e.,  underenployment  in 
agriculture),  importing  labor,  and  using  more  women 
in  the  labor  force. 
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d,  Soae  econcnic  effects  of  the  war  on  North  and  South 
Vietnam  have  been  quite  similar.  In  both  countries,- 
foreign  aid  has  offset  the  loss  of  domestic  pro- 
duction. The  amount  of  aid  to  the  two  countries 
has  been  roughly  proportional  to  the  percentage  of 
the  labor  force  drawn  into  war  activities. 


H,  Effects  on  North  Vietnam* s Gross  National  Product 


Prior  to  1965,  the  growth  rate  of  the  North  Vietnamese  economy 
averaged  6^  per  year.  It  is  estimated  that  this  rate  continued 
(and  even  increased  slightly)  during  1963  and  I966,  the  first  two 
years  of  the  bombing  (Table  l).  In  1967,  however,  domestically- 
produced  GNP  declined  sharply  to  only  $1,688  million  - a level 
roughly  comparable  to  the  prewar  years  of  1963  and  196h,  The 
evoQulatlve  loss  in  GNP  caused  by  the  boobing  in  the  last  three  ^ 
years  is  estimated  to  be  $294  million  (Table  2) . 

• To  offset  these  losses.  North  Vietnam  has  had  an  Increased 
flow  of  foreign  economic  aid.  Prior  to  the  bombing,  economic  aid 
to  North  Vietnam'  averaged  $93  million  annually.  Since  the  bombing 
began,  the  flow  of  economic  aid  has  increased  to  $3^  million  per 
year  (Table  1).  The  cumulative  increase  in  economic  aid  in  the 
1^3-67  i>eriod  over  the  1953-64  averaged  has  been  an  estimated 
$490  million. 

Thus,  over  the  entire  period  of  the  bombing,  the  value  of 
economic  resources  gained  through  foreign  aid  has  been  greater 
than  that  lost  because  of  the  bombing  (Table  3)*  The  cumulative 
foreign  aid  increase  has  been  $490  million;  losses  have  totaled 
$294  million. 

In  addition  to  "the  loss  of  current  production.  North  Vietnam 
has  lost  an  estimated  $l64  million  in  capital  assets  destroyed  hy 
the  bombing.  These  capital  assets  include  much  of  North  Vietnam's 
Industrial  base  - its  manufacturing  plants,  power  plants,  and 
bridges. 

It  is  not  certain  that  Russia  and  China  will  replace  North 
Vietnam's  destre^ed  capital  assets  through  aid  progrems,  thus 
absorbing  part  of  the  bombing  cost  themselves.  However,  they 
could  do  so  in  a short  period  of  time  at  relatively  small  cost; 
if  economic  aid  remained  at  its  wartime  yearly  rate  of  $340  million 
and  half  were  \ised  to  replace  capital  stock^  North  Vietnam's  losses 
could  be  replaced  in  a year.  If  the  capital  stock  is  replaced, 
the  economic  cost  to  North  Vietnam  of  the  bombing  will  be  the 
cumulative  loss  of  output  from  ihe  time  the  bombing  began  until  -the 
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capital  stock  is  fully  replaced.  Sven  this  probably  overstates 
the  cost,  however.  Even  if  the  pre-bo~bing  capital  stock  were 
only  replaced,  it  would  be  more  modem  end  productive  than  it 
otherwise  would  have  been. 

While  the  aggregate  st:®ply  of  goods  in  North  Vietnam  has 
remained  constant,  standards  of  living  may  have  declined.  The 
coc^asition  of  North  Vietnam*  s total  supply  has  shifted  away  from 
final  consumer  goods  toward  intermediate  products  related  to  the 
war  effort,  l.e.,  construction  and  transportation. 

Food  supplies,  vital  to  the  health  and  efficiency  of  North 
Vietnam,  have  been  maintained  with  only  a sli^t  decline.  • As 
shown  in  Table  4,  the  estimated  North  Vietnamese  daily  intake  of 
calories  has  fallen  from  1,910  in  IS^S  to  1,880  in  I967.  Eveu 
considering  that  in$orted  wheat  and  potatoes  are  not  traditional  ■*' 
table  fare  in  North  Vietnam,  tte  North  Vietnamese  are  not  badly^ 
off  by  past  North  Vietnamese  stetndards  or  the  standanrds  of  other 
Asian  countries. 

The  output  Of  Industrial  and  handicraft  oul^ut  declined  39^ 
in  1967  (Table  l).  Econoaic  aid  has  probably  not  replaced  all  of 
this  decline.  With  lower  war  priority,  the  si^ly  of  non-food 
consumer  goods  such  as  textiles  and  durables  has  probably  declined 
more  than  the  food  supply. 

Despite  lower  standards  of  living,  the  ability  of  North 
Vietnamese  government  to  sustain  its  peculation  at  a level  high 
enou^  to  prevent  mass  dissatisfaction  is  evident. 


m.  Effects  on  Total  North  Vietnamese  ^anpowe^ 

In  addition  to  the  economic  effects,  the  air  war  has  drawn 
North  Vietnamese  labor  into  bedb  damage  repair,  replacement  of 
combat  casualties,  construction,  transportation,  and  air  defense. 
.Over  the  last  .three  years,  these  needs  have  absorbed  almost 
750,000  able-bodied  North  Vietnamese  (Table  5). 

But,  again  there  are  offsetting  factors.  First,  over  90^6 
of  the  Increase  in  manpower  Has  been  provided  by  population  growth 
(Table  5).  Since  the  start  of  the  bombing,  720,000  able-bodied 

people  have  been  added  to  the  North  Vietnamese  labor  force. 

• # 

Second,  the  honbing  has  incresised  not  only  the  demand  for 
labor  but  also  the  supply.  The  destruction  of  much  of  North 
Vietnam’s  modem  industry  has  released  an  estimated  33>000 
workers  from  their  jobs.  Similarly,  the  evacuation  of  the  cities 
has  made  an  estimated  48,000  voxen  available  for  work  on  roads 
and  bridges  in  the  countryside.  Both  of  these  groxes  of  people 
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vere  available  for  work  on  var-related  activity  with  little  or  no 
extra  sacrifice  of  production;  if  they  weren't  repairing  bcab 
dassage,  they  wouldn't  be  doing  anything  productive, 

Third,  ITorth  Vietnaa  has  been  supplied  with  manpower  as  a ^ 
fora  of  foreign  aid.  An  estimated  1*0,000  Ohlnese  ai'e  thought  to 
be  ei^loyed  in  aaintaining  Noi'th  Vietnam's  road  a»i  rail  network. 

Finally,  additional  workers  could  be  obtained  in  North 
Vietnaa  from  low  productivity  eaiployiaent.  In  less  developed 
countries,  agriculture  typically  ec^loys  more  people  than  are 
really  needed  to  work  the  land,  even  with  relatively  primitive 
production  methods.  Also,  further  mobilization  may  be  possible 
through  greater  use  of  women  in  the  l^or  force.  The  available 
statistics  are  not  precise  enough  to  identify  the  magnitude  of 
this  potential  labor  pool,  but  the  estimates  given  in  Table  6 
show  that  even  after  two  years  of  war  the  total  North  Vietnamese 
liCbor  force  Is.  e»nly  5^^  of  its  population  - scarcely  higher  than 
it  was  in  1965. 

In  sum,  the  total  incremental  need  for  var-related  manpower 
of  roughly  750,000  people  appears  to  have  been  offset  (Table  5) 
with  no  particular  strain  on  the  population.  Fyittire  sianpower 
needs  may  outstrip  North  Vietnamese  population  growth,  but  the 
North  Vietnamese  government  can  iti^rt  more  manpower  (thouglx 
there  may  be  llmlta  to  how  many  Chinese  they  want  to  bring  into 
the  country),  use  women  and/or  undereo^loycd  workers,  and  draw 
workers  troa  productive  eapl<9meat,  replaclcg  their  oul^ut  with 
iig^orts.  Given  these  opticas,  it  appears  that  the  North  Viet- 
zusasse  government  is  not  likely  to  be  haapered  by  aggregate  man- 
power shortages. 


on  North  end  South 


Sooe  economic  effects  of  the  war  T;^n  North  and  South  Vietnam 
axe  qs>^te  similar.  In  both  countries,  prosecution  of  the  war 
retjuires  increased  mai^wer  end  scmomic  reso'irces  in  non- 
pr^uc-ive  activities,  i.e.,  war.  Domestic  production  declines 
because  of  the  resulting  destruction  and  disruptions.  However,  in 
both  countries,  the  loss  in  domestic  production  has  been  offset 
by  foreign  aid. 

In  1964,  the  South  Vietnamese  var-reXated  eaployment  absorbed 
5.9^  of  its  controlled  population,  whereas.  North  Vietnam  ^surbed 
2,4%  of  its  controlled  population  (Table  7)»  Even  by  1967»  North 
Vietnamese  war  ectoloyaent  absorbed  only  k,9f>  of  its  population  - a 
smaller  percentage  than  South  Vietnam  did  in  1964.  In  comparison, 
by  1967  the  South  Vietnamese  government  absorbed  7,1^  of  its 
controlled  population,  and  it  is  having  trouble  maintaining  this 
It-wl. 
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Tbs  greater  the  proportion  of  its  country’s  manpower  used 
in  non-productive  activity,  the  more  economic  aid  has  been  brought 
in  to  condensate  for  lost  production  (Table  8),  In  1967>  foreign 
economic  aid  per  government  enraloyee  wfs  $3^0  in  the  North  - where’ 
4*9^  of  the  population  was  absorbed  by  war  activities  - and  $563 
in  tae  South  - where  7»1^  of  the  controlled  population  was 
absorbed,  Ths  implication  is  that  economic  aid  has  been  roughly 
proportioiaal  to  the  percentage  of  the  population  drawn  into  war 
activities. 
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TABLE  1 


imi  A(KSZGATS  OUTPUT  + EC»IiOMIC  AID 
(Curreat.  $ Millicn) 


Industry 
& Handi-  . 
crafts  ^ 

culture^  Construction^ 

Comaerce 
& Trans-  ^ , 
portation 

Domestic  ^ 
P-oduction 

Foreign 

Economic 

Aid 

Total 

MVN 

Stipply 

1963 

$599 

$600 

$193 

$240 

$1,632. 

. $95 

$1,728 

3954 

673 

625 

206 

258 

1,763 

95 

1,859  . 

1965 

731 

654 

265 

290 

1,941 

150,. 

2,091 

1966 

739 

354 

319 

2,026 

275 

2,301 

1967 

480 

572 

354 

2Sl  ' 

. 1,688 

2,028 

«/  9o  NVN  estimates  of  gross  iPAterial  product  exist- for  1966  or  1967* 
The  figiures  shown  represent  estioates  uade  using  avail4d>le 
inf creation. 


^ 1963-1966  estioates  are  official  KVK  data,  1967  estljsate  was 
derived  by  estiaating  the  functioning  capacity  of  each  industry 
and  its  related  output.  Source:  lilS,  Chapter  43y  Section  6. 


c/  The  1963-67  estimates  are  based  on  the  total  calories  produced  by 
SVN  agriculture  end  a dollar  per  calorie  estiaate  of  their  value.’ 
Source:  Intelligence  Note  #668,  Department  of  State. 


^ The  1963-66  estimates  are  official  NVN  data.  It  is  assumed  that 
the  value  of  construction  remained  unchax^ged  from  1966  to  1967. 
Source:  NIS,  Chapter  43,  Section  6, 


e/  The  1963-1964  estimates  are  official  NTH  data.  The  I969-67  values 
were  coeputed  by  assuming  a constant  ratio  between  total  value  of 
goods  siq^lied  and  the  val\ie  of  their  distribution  and  trans> 
portation.  Source:  NIS,  Chapter  43»  Section  6.' 


t/  The  liVN  term  for  domestic  production  is  "gross  material  production". 
As  this  inplies,  it  excludes  non-material  output  such  as  services 
and  does  not  net  out  depreciation  of  the  capital  stock. 


CONFIDENTIAI. 

JO 


j-s-l  ^ ^ .V,  % i.  iiiMb'!!  a ji.  ji.iiaiUlli. 


CONFIDENTiAt 

lABLE  4 


mVs  FOOD  SUPELY-^ 

Per  Capital  Daily  ( 

Calories  ^ 

Grams  of 
Proteins 

1959 

19p3 

1967 

Per  Day  - 

North  Vietnam 
Dcsnestlc 

1,965 

1,910 

1,650 

la^orted 

• 

•• 

230  . 

..  ' * • 

• 

Total 

1,965 

1,910 

1,880 

k2,7 

Ceylon 

2,030 

1,920 

>2.0 

Taiwan 

2,330 

•2j380 

, 

6o.o 

India 

1,900 

1,940 

50.0 

]niilippine5  * 

1,769 

2,000 

46.0 

NVN  estimates  from  Intelligence  Note  7r868,  Depaitoent 
of  State,  Noveuiber  1967* 

^ • Source  of  estimates  for  countries  other  then  NVN  came  from 
Statistical  Yearbook  ~ 196$,  United  Nations,  N,  Y.  C, 


c/  1967  estimates  for  NVN,  1964  estimates  for  other  countries 
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TA3L2  5 

SOURCES  AJD  USES  0?  yAS-PZLn.’TED  M^!JFO’.-ER  ^ 
(People  Aged  15-6-  in  000 ) 

January  I965  - Decaniber  I967 


Sources 

Uses 

Natural  Additions  to  , 

Civiliem  Labor  Force 

720.0 

Killed  in  NVN 

Foreign  Workers  ^ 

IJO.O 

Killed  in  SVN 

Evacuated  ,, 

Eii5>loyables  ^ 

48.0 

Increase  in  Armed 
Forces 

Bombing  Released  5/ 
Xttdxistrial  Workers 

33.0 

Total  Boccib  Damage 
Repair  • 

Industrial. and  Agri- 
cultural Workers 

Released  by  In^orts 

Unknown 

(instruction 

Transportation 

Increase  in 
Transportation 


Foreign  Workers  in 
Boci)  Repair  and 
Transportation 
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I Footnotes 


a/  Excludes  part  time  workers  (about  150,000  in  bomb  damage 
repair,  25,000-30,000  in  air  defense).  ' * 

^ Civilian  labor  force  is  eissumed  to  be  51*4^  of  the  population. 
Population  will  increase  from  17»950  million  in  January  1965 
to  19>300  million  in  December  I967.  Source:  DIAAP  475-2-2i>67- 
lUT. 


TABLE  5>  Continued 

SOURCES  AND  USES  0?  WAR-RELATED  MANPOWER 
(People  Aged  15-64  in  OOO) 

January  I965  - December  1967 


2/ 


c/"  CIA  staff  estimate  - December  1967. 


> 


^ Of  190,000'  total  evacuees  from  Hanoi  and  Haiphong,  it  is 
assumed  that  50^  sre  woneh  of  working  age  and  half  of  those 
are  enployable  on  war  activities,  SoLirce:  DIA  4b-7335-14, 


^ All  of  the  decline  in  industrial  engolcqrment  (see  Table  6) 
is  attributed  to  the  bombing. 


£/  These  estimates  by  the  CIA  staff  include  civil  axvl  military 
casualties  throu^  December  I967*  Between  19>000  and  23,000 
HVK  were  killed  from  January  I965  through  June  I967. 


I 

P 

c 


g/  Includes  killed,  died  of  wounds,  and  defectors.  Source: 
Southeast  Asia  Statistical  Tables,  OASD(SA). 

h/  Includes  about  135,000  in  air  defense. 

CIA  staff  estimate. 

j/  See  Table  6.  Total  increase  in  manpower  employed  in 
transportation  is  281,000  - the  sum  of  men  in  repair 
activities  (135>000)  and  transportation  (l46,000). 
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TABLE  7 

WAS  Ef<IPL0^4ENT  - NVIJ  AMD  SVN 


^ of  Poptilatioa 


January 

December 

January 

December 

1^5 

1967 

1965 

^ a/ 

MUttary  J . 

Govemaent 

200 

475 

230 

270 

1.3- 

• 1,4 

Bombing  Hepalrs 

0 

200 

0 • * 

1.0 

Total  War  Sector 

430 

945 

4.9^ 

Papulation 

17,950 

19,300 

SVH  * 

”Rilitary  ^ / 
Government  ^ 

612 

724 

4.8 

4.9 

142  • 

192 

. 1.1 

1.3 

U,S,  Employees 

5 

129 

0 

.9 

Total  War  Sector 

Controlled 

Population  •2/ 

759 

1,045 

5.95t 

7.1?t 

12,804 

14,750 

<> 


^ Estimates  include  all  axsed  and  uniforsied  soldiers.  For  SVK« 
this  figure  includes  AHV^,  BF,  CIDG,  and  Kational  Police, 
Source:  Southeast  Asia  Statistical  Bulletln»  October  1967« 

Estimates  include  all  empployees  in  non-productive  elements 
of  socialist  sector.  It  includes  HVN  government  eirployees  in 
industry,  agriculture,  construction  and  forestry.  Source:  DIA 

AP-475-2-2-67-IHT. 

e/  Source:  Annuel  Statistical  Bulletin,  USAID,  Saigon  1967, 

^ CtmtroUed  population  is  assumed  to  consist  of  the  sum  of 
SVM^coutrolled  and  contested  population.  The  VC-coatraUed 
population  in  SVN  is  excluded  because  the  GVN  will  be 
xmable  to  obtain  employables  from  it  in  large  nutobers. 
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TABLE  8 


FOREIGN  ECONOMIC  AID  - r/N  AID  SW  • 


Foreign  Aid  ($  Million) 
SV» 

HVN 

War  Es^loyment  (OOO) 

SVN 

wrs 

War  Eo^loyment  as  Percent 
of  Population 
SVK 
NVJf 

Foreign  Aid  Per  War 
SoQ^oyee  (V^^) 

SVK 

HVN 


1964 

1967 

$225 

$578 

95 

34o 

759 

1,045  . 

430 

745. 

5.9S6 

2.4 

^•9 

302 

553 

220 

- 359 

Excludes  all  military  aid.  NTS,  Chapter  U3,  Section  6 is 
source  of  HVN  data.  Anmial  Statistical  Bulletin»  USAID, 
Saigon  1967  is  source  of  aid  estimates  for  SVN. 
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COST  OF  THE  VIETIiAM  WAR 


We  estimate  the  incremental  cost  of  the  Vietnam  war*  for  FYI969  to 
be  $22,9  billion  (Table  l).  By  incremental  costs  we  mean  only  those 
costs  which  are  specifically  attributable  to  the  war.  This  indtides, 
for  exas^le,  the  difference  between  peacetime  and  wartime  costs  fca: 
units  in  SEA  which  are  part  of  the  baseline  force  structure  and  the 
total  cost  of  units  and  Individuals  which  are  added  on  to  the  force 
structure  because  of  the  war.  Wherever  possible,  data  based  on 
current  projections  of  actual  eonsusq^tion  (e.g.,  attrition  of  aircraft 
and  other  eq:uipment,  asaamition  consumption)  were  used  to  arrive  at  the 
final  estimates.  Once  the  war  ended  and  U.S.  forces  returned  to  their 
programmed  peacetime  force  levels,  this  total  — less  an  estimated 
$300-400  million  which  is  properly  force  modernization  (primarily  air- 
craft replacement)  — indicates  the  savings  which  could  be  achieved* 


Table  1 

Cost  of  the  Vietnam  War 
(ly  1969  - $ billions) 


1 

t 

Procurement^ 

AuBunition 

Operating 

Costs  Personnel 

Total 

1 

\ 

USA 

1.4 

2.0 

4.0 

3.2 

10.6 

1 

\ 

USAF 

.9 

1.9 

1.5 

.8 

5.1 

\ 

USMC 

.5 

.7 

*.7 

.5 

2.4 

s ; 

USN 

.5 

.5 

.7 

.7 

2.5 

» 

1 

t 

RVHAP/iWP  Support 

3T 

a/  Includes  Military  Construction. 

.8 

7.7 

.1 

5.4 

2.3 

22.9 

I 

i 

I 


i 


Note:  AH  numbers  are  rounded  off  to  the  nearest  $lCiO  million;  thus 
sums  of  rows  or  columns  do  xiot  z^ecessarlly  equal  totals. 


i 

I 

i 

I 

} 

( 

( 


Our  estimate  diSKers  from  previous  estJ^tes  for  aeveraOL  reasons: 

(1)  The  force  structure  has  stabilized  in  FYl,  with  no  major  build-up 
occurring.  Thus,  estimates  based  on  projection  from  previous  years  tended 
to  overstate  actual  costs.  (2)  Previous  estimates  charged  costs  to  the  war 
which  would  have  been  incurred  in  peacetime  anyway.  (3)  Soaie  aspects  of  the 
war  have  become  less  costly,  e.g. , air  operations  over  NVN  and  boob  procure- 
ment. (4)  Previous  estimates  were  simply  exaggerated. 

The  estimates  were  made  primarily  with  the  use  of  the  SEA  dual-state 
force  i^annizig  model,  which  was  developed  by  Research  Analysis  Corporation 
and  improved  by  OASD(SA)  SEAIRO.  The  3sodel,  in  contrast  to  traditional 
budgetary  methods,  (such  as  the  use  of  per  man  averages)  permits  cost  analysis 
of  a great  variety  of  deployments.  This  provides  more  accurate  cost  estimates 
since  awnunltlon  consumption,  equipment  attrition,  and  operating  costs,  etc. 
vary  widely  among  different  types  of  units.  On  the  other  hand,  some  costs  — 
such  as  C(MJS  SEA-related  costs  — are  difficult  to  meastire  and  may  be  xmder- 
stat^.  Nevertheless,  we  believe  that  these  are  the  most  accurate  estimates 
of  the  cost  of  the  war  produced  thus  far. 
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Table  2 shows  that  ground  operations  account  for  approximately  55^S 
of  the  cost  of  the  war  while  air  operations  account *for  approximately 
30^6.  Given  the  present  bonibing  policy,  we  can  expect  to  spend  approxi- 
mately 2Tf,  more  for  air  operations  outside  of  SVN  (NVIT,  Laos,  IGLOO  WHITE, 
and  10^  of  B-52  costs)  than  for  air  operations  in-country  (SVN  and  90^6 
of  B-52  costs)  in  FYI969. 


RVNAF/FVF  support  accounts  for  approximately  10^  of  the  cost  of  the 
war.  An  estimated  6.8^  ($1*55  billion)  of  the  total  is  for  the  RVNAF 
alone  (including  $900  million  for  force  modernization). 


Additional  personnel  in  COITUS  accoimt  for  approximately  l4^  of  the 
cost  of  the  war.  This  Includes  an  estimated  100,000  additional  transients, 
160,000  additioul  trainees  and  students,  and  60,000  additional  personnel 
in  the  training  establishment  as  a result  of  the  war. 


Table  2 

Cost  of  the  Vietnam  War  by  Function 


(FI  1969  - $ 


USA 

USAF 

Air  Operations^ 

NVN 

SVN 

Laos 

IGLOO  WHU^ 
Transport^ 

.3U 

1030 

1439 

639 

904 

299 

387 

Ground  Operations 

3673 

2494 

1794 

COBdWt  . 

CoBi>at  ^pport£r 
OthezfiF 

- 

ConstructioE^  . 190 

CCaiUS  SEA-Relatedi/  2lBl 

75 

286 

10,963 

5093 

millions) 


USMC 

USN 

RVNAF/iWF 

Total 

77 

992^ 

2059 

391 

49 

169 

2000 

12 

74 

89 

806 

- 

. 

904 

- 

26 

• 

632 

5 

- 

- 

392 

1016 

- 

1515 

6204 

476 

681 

100 

3711 

168 

239 

470 

2671 

m 

75 

• 

300 

300 

4l0 

317? 

2409 

2902 

2335 

22,898 

a/  Amounts  for  RVNAF/fWF  are  current  estismtes,  subject  to  revision  pending 
proposed  policy  changes. 

^ Costs  per  country  (NVN,  SVN,  Laos)  are  based  on  OASD(SA)  estimate  of 
sortie  distribution,  FYI969. 

e/  Includes  an  estimated  $30  million  for  SEA  DRAGON. 

^ Current  reqpiremaits,  FII969;  amounts  by  service  include  proportional 
shares  of  $17  millloa  for  DCFG. 

^ Intra-theater  transport  only. 

f/  Non-dlvlsional  artillery,  aviation  (HW  only  for  USMC),  engine ws,  and 
signal  units  for  USA  and  USKC-;  naval  gunfire  support,  patrol  boats. 

Riverine  Force,  amd  NMCB  for  USN. 

gj  Support  (MACV,  Ist  Log  Conrt,  44th  Med  3de,  NSA,  etc.)  in  RVN;  amount 
for  USA  also  includes  incremental  units  and  persoon^  since  1969.  in 
Japan,  Okinawa  and  Thailand. 

Military  ccnstruction  only. 

y Incrmaental  trainees,  training  establishment,  patients,  transients,  B(^,  etc. 
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RVNAF  AND  US  ADVISORY  COSTS  PY  65  - FY  67 

A recent  RAC  study  has  analyzed  the  costs  of  RVNAF  ground  forces  for  FY  65 
through  Ff  67.i/  The  resources  for  support  of  RVNAF  groxmd  operations  during 
the  3 year  period  studied  came  from  the  following  sources:  (l)  the  SOD  military 
assistance  program^  \intil  March  25»  1966  when  the  MAP  program  for  RVR  shifted 
to  service  funding;  (2)  the  US  Army  appropriations;  (3)  the  US  economic  assis> 
tance  programs  under  the  auspices  of  AID;  and  (4)  the  RVN  governmental  appro* 
priations  (defense  budget). 

Table  1 indicates  that  the  US  paid  60jt  of  the  $2  billion  of  RVNAF  costs 
during  the  period,  but  its  share  declined  from  in  FI  6’i  to  583^  in  FI  67.  RF 
and  PF  expendltxtres  dcabled  during  the  period  and  accounted  for  a larger  share  ■ 
of  the  total  budget  each  year;  RF  went  from  103^  to  173(  of  the  total,  IF  from 
Htolli. 


TABI£  1 

! 

COSTS  OF  AHVN.  RF  AND  PF 

i 

($  million} 

- 

\ 

1 

FI  65 

FI  66 

FI  67 

Total 

1 

Financial  Sources 

US:  Military  Assistance  a/ 

Support  of  RVN  Defense  Budget 
TOTAL 

RVN  Total 

GRAND  TOTAL 

245.5 

115.0 

1^.5 

559.0 

284.9 

148.8 
^533-7 
304.2 

737.9 

239.9 

1^.2 

429n 

317.0 

770.3 

4aL;0 

2223.3 
,6^1 

2043.0 

Expenditures 

ARVN 

RF 

PF 

TOTAL 

460.9 

58.2 

-22:2 

559.0 

552.5 

113.0 

72.4 

737.9 

535.2 

128.9 

82.0 

740 

1548.6 

300.1 

2043. 0 

Derived  from  US  econwaic  assistance  programs  under  the  auspices  of  AID. 


The  RVR  Army 

The  estimated  direct  total  cost  of  support  of  the  RVN  Army  for  FI  65  - FI  67 
is  ^.5  billion  of  which  493(  was  expended  for  materiel  and  maintenance;  433&  for 

i/  Resource  Allocations  for  ;he  RVN  Amy,  Regional  Forces,  Popular  Forces 
US  Advisory  Program. 
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pay  and  allowsuices,  and  Qfo  for  ether  expenses.  (See  Table  2 for  yearly  expendi- 
tures.) The  direct  cost  was  U2.6^  US  ailitary  funded’^  32. 9^  funded,  and 
2U.3^  US  support  of  RVJI  defense  budget  funded.  The  estimated  average  annual  per 
capita  cost  of  the  AHVJ,'  was  $2,C27  during  the  period. 

TA5IS  2 


COSTS  0?  A5VN 
($  ffiillioa) 


FY86 

FY67 

TotaJ. 

Fay  and  Allowances 

180.7 

233.6 

257.3 

671.6 

Materiel  and  Maintenance; 

Aonunition  ^ 

74.0 

128.0 

89.2 

29^.2 

Weapons 

15.1 

4.2 

5.1 

24.4 

General  Supplies  ^ 

1^2.1 

38.9 

28.0 

109.0 

RVN  Defense  Budget 

■ 29.9 

40.4 

50.9 

121.2 

MSintenanee  ^ 

0.7 

0.1 

0.1 

.9 

Other  c/ 

83.Q 

67.1 

60.7 

211.7 

Total 

245.7 

278.7 

234.0 

tWX 

Construction 

5.3 

13.1 

18.6 

37.0 

Maintenance  of  Facilities 

11.1 

10.5 

10.7 

32.3 

Other  Ri^endltures 

18.1 

16.6 

14.6 

_ .49.3 

TOTAL 

460.9 

552.5 

535.2 

1548.6 

a/  Exclusive  of  supply  operatiotis. 

^ All  funded  by  US  support  of  ETS  defense  budget, 
c/  Includes  coobat,  support,  and  tactical  venicles,  cosnnninications 
and  other  support  equipntit,  supply  operations,  and  rehabilitation. 


The  Republic  of  Vietnam  proportion  of  the  financial  stqpport  of  the  RVN  hxmf 
increased  each  year.  The  absolute  asount  of  US  support  increased  at  a slower 
rate.  (Fig,  l).. 


Ft  1W5 


FY  19M 

FY  1947 


Tetel  $241.0 


E 


imi  iiJtii 


Telal  $304.0 


Telel 

$339.3 


(C) 


Fig.  1 .^Estimoted  RVN  Defense  Budget  for  Hie  RVN  Army 

()fi  milllM*  •!  a«ltar») 


■iu$  P^RVN 
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The  total  average  annual  per  capita  cost  remained  q^te  stable  througbout 
the  period  lY  53  - FY  6?  despite  sharp  increases  in  the  total  annual  cost  of 
support  of  the  RVH  Amy  (see  Figure  2).  The  major  variable  in  the  annual  per 
capita  cost  is  the  rise  in  cost  of  pay  and  allowances  due  to  the  general  in- 
cre'ase  in  pay  scales  and  the  introduction  of  a cost-of-living  factor. 


tW:  ■ 


t feS"  X 


I 


pi. 

I •.  * 


SKD. 


Pi^; 


FISCAL  YEAR 
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The  laajor  variation  within  materiel  and  laaintenance  costs  over  the  10-year 
period  FY  58  - ?y  6?  was  the  expenditures  on  ammunition,  which  parallel  the 
increased  intensity  of  combat  in  the  RVN.  (see  Figure  3)*  Artillery  accounted 
for  better  than  two-thirds  of  the  ammunition  costs  in  the  FT  65-67  period. 


15,962 


89.193 


n®*  6.015  m 


1958  1959  1960  1961  1962  1963 

{Q  pjg.  3 —Estimated  Total  Ammunitiw  Expenditures,  FY58-67 

{if,  tti««tan4s  *1  eollwt) 


Other  A/tilltry  Y/^  60*iinn  ond  Sl-mm  mbrtor  Small  Arm* 

CONFIDENTIAL 


CONFIDENTIAL 


BaRional  Forces  and  Popular  Forces 

During  the  period  BY  65  - FIT  6?  > the  total  expenditures  for  both  the 
Regional  Forces  and  the  Populeur  Forces  increased  steadily  to  an  estiaated  total 
cost  of  $300.1  million  for  the  Regional  Forces  and  $19^.3  aillioa  for  the 
Popular  Forces.  In  the  Regional  Forces  JOi  of  the  total  cost  went  for  the  pay 
and  allowances,  26^  for  materiel  and  maintenance,  and  4^  for  other  costa.  In 
the  Popular  Forces  of  the  total  cost  accounted  for  pay  and  allowances,  2756  for 
materiel  and  maintenance  and  1^  for  other  costs.  (See  Table  3.) 


TABIS  3 

E3IIMAIED  COST  OF  REGIOMAL  FORCES  AKD  POPUTAR  FORCES  ^ b/ 

($  million) 


FI66 

ML 

Totals 

Regional  Forces 

Pay  and  Allowances 

36.0 

83.0 

95.7 

214.7 

Materiel  and  Maintenance 

21.3 

24.6 

25.7 

71.6 

Other 

0.9 

5.4  _ 

7.5  _ 

13.8 

TOTAL 

■sFia 

113.0 

^8.9 

300.1 

Ponular  Forces 

Pay  and  Allowances 

25.9 

52.0 

64.2 

i42.1 

Materiel  and  Maintenance 

13.5 

19.4 

17.0 

49.9 

Other 

0.5 

1.0 

0.8 

2.3._ 

TOTAL  . 

39.9 

82.0 

194.3 

8?  Tn  mi 11 ions  of  dollars. 

W All  data  from  I.  Heymont,  Resource  Allocations  for  the  RVH 

Regional  Forces.  Popular  Forces,  end  US  Army  Advisory  Program:.  BY65~BYp7« 

The  estimated  average  annual  per  capita  cost  is  $803.7  for  the  Regional 
Forces,  and  $454.3  for  the  Popular  Forces, 

The  cost  of  the  Regional  Forces  was  57^  RVN  funded,  2456  US  military  funded, 
and  1956  US  support  of  RVN  defense  budget  fuxvied.  The  cost  of  the  Popular  Forces 
was  TX%  RVN  funded,  I956  US  military  funded  and  IO56  US  stqpport  of  RVN  defense 
budget  funded.  The  increased  US  interest  in  raising  the  effectiveness  of  tne 
Regional  Forces  and  the  Popular  Forces  during  the  period  is  reflected  by  the 
greater  amounts  of  assistance  each  year  both  in  military  assistance  and  in 
support  of  the  RVN  defense  budget  for  those  forces.  When  the  US  support 
increased  in  FY  66  and  BY  67*  RVN  su]^rt  (see  Table  4)  for  the  BF^F  decreased 
somewhat  in  BY  67. 
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Several  observations  can  be  made  for  Wie  period  FT  58  - PY  67.  Until  | 

FY  6h  the  total  cost  of  the  Regional  Forces  remained  fairly  constant  * h most  | 

of  the  financial  resources  provided  by  the  RVN.  'Consistent  US  support.  :irst  | 

became  significant  in  FY  64  and  the  level  of  such  support  increased  sharply  in  | 

FY  66  and  FY  67,  reflecting  the  growing  concern  or  the  US  in  increasing  the  | 

effectiveness  of  the  Regional  Forces,  The  annual  per  capita  cost  of  the  Regional  . 
Forces,  has  been  quite  stable  except  for  FY  63.  Tne  largest  variable  in  the  | 

annual  per  capita  cost  of  the  Regional  Forces,  as  in  the  case  of  the  RVN  Army  ; | 

but  to  a greater  degree,  is  pay  and  allowances.  < I 

i 

Until  FY  62  the  Popular  Forces  were  completely  supported  by  the  RVN.  '-US  | 

support  of  the  Popular  Forces  has  increased  consistently  since  its  start  in  FY  63  | 

and  reached  36S^  of  the  total  in  FY  67,  but  was  considerably  less  than  the  US 
supi>ort  extended  to  the  Regional  Forces  and  the  RVN  Anoy.  The  largest  variable  \ i 

in  the  annual  per  capita  cost  is  ptty  and  allowances.  I 4 


US  Army  Advisory  Program  } i 

I t 

The  aveiilable  data  on  expenditures  in  support  of  the  US  Army  advisors  for  | | 

FY  65  - FY  67  are  Incomplete,  however j the  identified  expenditures  total  ^67  ' | 

million  - $8  million  for  pre-deplo^ent  training,  $23  million  for  deployment  > I 

costs,  $8  MUion  for  military  assistance  materiel,  and  $26  million  for  in-  f 

coimtry  expenses.  (The' validity  of  these  e^qpenditure  data  is  considered  to  be  | 

poor.)  I 


Until  1962  there  were  relatively  few  field  advisors.  Detailed  data  on 
assignment  of  field  advisors  did  not  become  available  until  late  in  FY  64.  The 
data  show  that  in  FY  63  and  FY  64  the  ratio  of  the  average  nximber  of  f.'  Id 
advisors  in  the  RVN  per  1000  assigned  RVN  Army  strength  was  about  the  O'  e as 
FY  65  - FY  67.  At  the  end  of  FY  67  the  nuciber  of  advisors  per  1000  assigned 
strength  averaged  about  12  for  divisions,  11  for  Ranger  units,  21.2  for  Armor 
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COST  or  7HU  UAB  III  VIEIIIAH 

Summaru « Our  latest  eatir.zzs  of  the  yearly  inaremental  cost 
of  the  war  in  terms  of  resoursss  consumed  is  $17.6  billion,  about 
20%  lower  than  a year  ago.  The  equivalent  incremental  FY  1970 
budget  figure  is  only  about  $11.6  billion.  The  "total^*  cost 
of  the  war  is  about  $27  billion  in  terms  of  resources  consumed 
and  $24  billion  in  FY  1970  budget  terms.  The  announced  budget 
outbacks  would  reduce  the  incre’r.ental  budget  cost  of  the  war  to 
about  $12.8  billion  under  current  assumptions.  Analysis  of 
the  war  by  mission  reveals  that  over  half  of  the  resources  go 
to  offensive  activities;  moat  (27%)  of  the  remainder  ia  spent  • 
for  interdiction.  Land  operations  account  for  about  two-thirdsj 
of  the  incremental  cost  of  -the '-war;  air '.and  offehore.operationel 
account  for  the  rest.  I 


How  Coats  are  Eatlmated.  Current  estlaates  of  the  cost  of  the  war  in 
Vietnam  range  from  $15  to  $27  billion  per  year.  Some  of  the  variations 
result  from  the  use  of  different  cost  and  activity  factors,  but  the  differ- 
ences stem  primarily  from  different  approaches  to  calculating  costs  and 
different  concepts  of  costs.  Some  estimates  of  the  cost  of  the  war  are 
calculated  on  the  basis  of  current  consutaption  requirements  while  others 
are  related  to  a particular  year's  defense  budget.  The  consunption 
estimates  are  based  on  the  resources  actually  being  consumed  in  the  war. 

The  budget  estimates  -U^fer  insofar  as  the  budget  in  any  one  fiscal  year 
is  affected  by  special  circumstances  (e.g. , added  procurement  during  the 
build-up  phase  or  one-time  savings  such  as  occurred  in  aircraft  procure- 
ment after  the  decision  to  stop  bombing  north  Vietnam). 

Under  either  basic  approach  to  estimating  the  cost,  at  least  two 
different  cost  concepts  can  be  used.  One  is  the  total  cost  concept.  It 
results  in  an  estimated  w«u:  cost  of  about  $27  billion  xmder  the  "current 
consumption”  approach  and  about  $2^  billion  under  the  budget  approach. 
Cospazable  figures  a year  ago  were  $32  billion  and  $30-31  billion.  The 
total  cost  concept  charges  the  entire  cost  of  operating  our  forces  in 
Southeast  Asia  to  the  war,  even  though  some  of  these  costs  would  be 
incurred  in  peacetime,  e.g.,  pay  and  allowances  for  forces  in  the  peace- 
time baseline  and  ammunition,  fuel,  and  parts  used  in  training.  A more 
meaningful  concept  is  Incremental  or  marginal  cost.  This  looks  only  at. 
the  '.'added"  costs  incurred  because  of  the  war;  these  ere  the  costs  that 
should  disappear  when  the  war  ends.  It  represents,  therefore,  the  differ- 
ence between  the  total  current  DOD  program  and  the  one  for  the  peacetime 
force  structure  after  the  war. 

A third  cost  concept  is  reflected  in  the  figures  the  Defense  Depaartment 
Cou^troUer  provides  to  the  Congress,  which  are  a mixture  of  full  and 
incremental  costs.  Incremental  costs  are  used  to  calculate  personnel 
and  major  procurement  costs,  but  a full  cost  approach  is  applied  to  operat- 
ing coats.  For  this  reason  the  Coaptroller  estimates  ($28  billion  for  FY  69 
and  about  $22  billion  for  FY  70)  have  been  consistently  higher  than  our 
estimates  of  incremental  costs. 
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Incremental  Costs  of  the  War.  Table  1 shows  our  estimates  of  the 


incremental  cost  of  the  war  on  the  basis  of  consumption  rates  and  deployed 
forces  over  the  past  6-12  months  and  the  funds  in  the  FI  70  budget.  These 
could  be  considered  the  annual  costs  as  of  about  June  1969-  The  $17.6 
billion  figure  is  our  best  estimate  of  the  resources  that  would  be  released 
if  the  war  ended  last  June.  This  figure  was  about  $23  billion  a yeax  ago, 
but  reduced  combat  intensity  and  the  NVN  bombing  halt  reduced  the  cost  by 
about  20^ 


TABLE  1 


ESTHATED  INCREMBIITAL  COST  CF  THE  VIETNAM  WAR 
BY  K\J(B  BUDGET  GATEGCRIES-~a/ 

($  Billions) 


ConsumpticHi  Costs 


FY  70  Budget 
(TOA) 


Military  Personnel 

5.2 

5.2 

Operations  (OSeM) 

6.8 

6.6 

Procurement-Non-munitions 

2.0 

1.1 

ProcTjrement-Munitions 

?.4 

2.5 

RDT&E 

0.1 

0.1 

Military  Construction 

0.1 

0.1 

Total 

TTS 

353 

^ Before  any  announced  reductions  in  force  levels  (including  703  cuts). 


label  2 reduces  the  cost  figure  of  $17.6  billion  to  the  FY  70  budget 
level  of  $15.6  billion  and  then  shows  the  further  reductions  resulting 
from  the  approved  force  redeployments  and  the  Project  703  budget  reductions. 
Annual  savings  from  the  Project  703  budget  cuts  and  the  two  phases  of 
troop  redeployments  announced  amount  to  $2.8  billion,  reducing  the 
incremental  budget  cost  of  the  war  to  $12.8  billion. 


TABLE  2 


ESTIMATED  INCREMENTAL  VIETHAM  WAR  COSTS 
($  Billions) 


Current  Consumption  Costs^ 

Less;  Excess  of  Current  Consuo^tion  over  Budget 


Budget  for  War  Before  Phase  1 Redeployments 

Less;  TOA  Savings  of  first  25,000  redeployment 


Budget  Cost  After  First  Redeployment 

Less;  703,  SEA-related  TOA  cuts,  in  addition  to 
savings  from  the  first  redeployment 


Annual  Basis 

FY  70 

2.0 

17.6 

2.0 

17.6 

0.2 

15.6 

0.2 

15-6 

15.4 

15.4 

2.6 

12,8 

1.5 

13.9 

Budget  Cost  After  Announced  Cutbacks 
a/  Based  on  FY  69  consumption  data  and  latest  production  costs  for  equipment 
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Table  3 shows  the  allocation  of  the  resources  between  major  missions 
and  activities  in  percentage  terms.  About  two-thirds  of  the  resources  are 
used  in  land  operations,  with  the  rest  allocated  mainly  to  air  operations. 
In  terms  of  major  missions  conducted  by  allied  forces,  over  half  of  the 
cost  of  the  war  goes  for  offensive  activities,  a quarter  for  interdiction, 
and  the  remaining  1%  for  defensive  activities,  pacification,  and  national 
development.  The  resources  allocated  to  pacification  are  particularly 
in5)ortant.  While  the  amount  is  still  very  small  (only  %),  it  is  larger 
than  in  previous  years. 


TABIS  3 


FY  70  ESTIMA'TTim  INC5E2-£h'!lAL  COST  OF  THE 
BY  mJOR  M3SSI0!S  AMD  ACTIVITIES  o/ 
(Percent^ 


Military 
Security  .& 

Inter-,  .Offensive  Defensive 
dictionS/Activities  Activities 


National 
Pacifi-  Develop- 
caticm  ment 


Total 


Land  Operations  2 

76 

9 

12 

Air  Operations  ^ 84 

Offshore  (Operations-'  44 

l4 

56 

2 . 

m 

Total  Military 

58 

8 

Activities  27 

6 

1 


1 


100 

100 

100 

100 


aT  Offshore  operations  include  naval  gunfire  support  and  patrolling  of  the 
coastline  in  order  to  interdict  the  infiltration  of  enemy  men  and  sup- 
plies from  the  sea.  Carrier  (derations  are  included  under  air. 

W This  mission  includes  mainly  the  air  activities  over  Laos  and  South 
Vietnam  and  operations  off  the  coastline  that  seek  to  deny  external 
assistance  to  the  enemy  forces  in  SVN  by  attacking  the  infiltration 

routes  and  the  men  and  materiel  moving  over  them, 
c/  The  allocation  to  major  missions,  except  interdictiwi  and  naticxial 
development,  is  based  primarily  on  battalion  days  of  operation  d\aring 
the  last  three  months. 


Table  4 compares  in  dollar  and  percentage  terms  the  allocation  of 
resources  to  the  major  activities  of  land,  air,  and  offshore  cperations 
under  the  "current  consumption"  and  budget  approaches,  and  under  the 
budget  approach  when  the  full  703  cuts  are  taken  out.  It  shows  that  the 
allocation  of  the  cost  of  the  war  between  ma  jor  activities  is  alxaost 
identical  under  either  the  "current  consunption"  or  budget  methods  of 
calculating  the  cost  of  the  war.  The  703  cuts,  however,  affect  land 
cperations  more  than  the  other  activities,  slightly  reducing  its  share 
of  the  cost  of  the  war  while  increasing  that  of  air  operationti.  (ttebles 
5,  6,  and  7 provide  a more  detailed  breakdown  of  the  figures.) 
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TABLE  4 


ssti:-a:zd  ihcrsi.shtal  cost  of  the  viar  by  i-ajor  acti’/ity 

______  ($  Billion^) 


Activity 

Land  Operations 
Air  Operations 
Offshore  Operations 
Other 

Total 


FY  70 

FY  70 

Budget 

Current  i 

Consumptior^ 

Budget^  / 
(TGA.)^ 

Cost  After 
703  Cuts5/ 

J_ 

X 

_L 

X 

X 

X 

11.5 

65 

10.3 

66 

8.1 

63 

4.9 

28 

4.4 

28 

3.9 

30 

0.9 

5 

0.6 

4 

0.5 

4 

0.3 

2 

100 

0.3  2 
100 

0.3 

12:H 

3 

100 

a/  Before  any  withdrawals . 

^ This  is  the  Ty  70  budget  <TQft.)  adjusted  for  the  full  annual  impact 
of  the  Project  703  cuts  ($2.8  billion).  The  impact  of  these  in 
FY  70  is  only  about  $1.7  billion  because  they  will  be  effective 
for  only  pai-t  of  the  fiscal  year. 
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FY  70  ESUKATZP  Ii:C?.2>2:iTAL  COMSUI4Pa?IOM 
COST  OF  THE  WAB  BY  VAJOR  ^-JSSIONS  AHD  ACTIVITIES 
(Based  oa  Current  Resource  Consusstion  i^'idr  to  Any  Withdrawals) 

($  Bililons) 

J-Iilitary 


Inter- 

diction 

Offensive  . 
ActivitiesS/ 

Security  & 

Defensive 

Activities^/ 

Pacifi-  . 
cationS/ 

National 

Develop- 

ment 

Total 

Military 

Activities 

Land  Opns: 

US  Forces 
Allied  Forces 
Total 

0.2 

7.1 

0.7 

0.3 

1.0 

0.6 

0.8 

O 

0.1 

• ^ 

8.7 

2.8 
11.5 

Air  Oims: 

Air  Force 
Havy^ferines 
Total 

3.7 

0.4 

irn 

0.2 

0.5 

0.1 

0.1  . 

3.9 

1.0 

Offshore  Opns: 

0.4 

0.5 

0.9 

Subtotal 

4.7 

10.0 

1.1 

1.4 

0.1 

17e3 

Other: 

0.3 

TOTAL 

4.7 

10.0 

1.1 

1.4 

0.1 

17.6 

^ Allocation  to  these  missions  is  based  primarily  on  battalion  days  of  operation 
during  the  last  three  months. 
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TABLE  6 ' 

FY  70  ESTIRATED  IMCBB4ENTAL  BUDGET 
COST  OF  THE  WAR  BY  MAJOR  MISSIONS  AMD  ACTIVITIES 
(Based  on  Nixon  Budget  Prior  to  Any  Withdrawals)  ^ 
(I  Billions) 


Inter- 

diction 

Offensive  . 
ActivitiesS/ 

Military 
Security  & 
Defensive 
Activities®/ 

Pacifi- 

cations/ 

National 

Develop- 

ment 

1 

1 

j 

mall 

MiUtary 

Activities 

1 

Land  Opns: 

US  Forces 
Allied  Forces 
Total 

0.2 

0^' 

6.1 

1.7 

0.6 

0.3 

0.9 

0.5 

0.8 

1.3 

0.1 

o7i  • 

7.5  i 
2.8  i 
10.3  ^ 

Air  Opns: 

Air  Force 
Navy/Marines 
Total 

3.4 

0.3 

3.7 

0.2 

0.4 

03 

0.1 

3.6 

0.8 

UTTT 

Offshore  Opns: 

•0.3 

0.3 

0.6 

Subtotal 

4.2  ' 

8.7 

1.0 

1.3 

0.1 

15.3  i 

Other: 

0.3  j 

TOTAL 

4.2 

8.7 

1.0 

1.3 

0.1 

15.6  1 

^ Allocation  to  these  major  missions  is  based  primarily  on  battalion  days  of 
operation  during  the  last  three  months. 

Project  703  will  reduce  the  total  shovn  in  this  table  by  about  $1.7  billion  in 
PY  70. 
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INCREMENTAL  COST  C?  THE  WAB  INCLUDED  IB  CURRENT 
FY  70  DEFENSE  PROGRAId  BY  MAJOR  MISSIONS  AM)  ACTIVITIES 
(After  Icpaet  of  Adject  703) 

(«  Billions) 


Inter-  Offensive 


Military 
Security  & 
Defensive 


National 


Pacif  i-  , DevdLop- 


diction  Activities^/  Activities^/  cationS/  aent 


Military 

Activities 


Land  Opns; 

US  Forces 
Allied  Forces 
Total 


Air  Opns: 

Air  Force 
Navy^farines 
Total 


Offshore  Qt 
Subtotal 
Other; 
TOTAL  • 


0.1 

o:i 

4.3 

M 

o 

0.4 
• 0.3- 
0.7 

0.4 

0.8 

1.2 

0.1 

* 

on 

5-i 

2.6 

o 

3.0 

0.2 

3.2 

C«.^KO 

o did 

0.1 

0.1 

3.2 

M 

3.9 

0.2 

0.3 

0.9; 

3.5 

6.9 

0.8 

1.2 

0.1 

12^5 

O.Sj 

3.5 

6.9 

0.8 

1.2 

0.1 

12.81 

ft 
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^ Allocation  to  these  aajor  missions  is  based  primarily  on  battalion  days  of 
operation  during  the  last  three  months. 
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WHEBE  THE  MONEY  GOES 

Program  Budget  for  the  Vietnam  War — Pi  69 


A detailed  program  budget  for  the  Vietnam  war  is  now  available  for  the 
first  timet  as  the  result  of  a nine-month  analytical  effort.  This  paper 
presents  the  first  results  which  are  limited  to  total  US  and  GVN  military 
expenditures  for  Pi  69.  Puture  papers  will  cover  Pi  70-71t  as  soon  as  those 
ptvgram  budgets  are  ready t and  wilt  include  AID,  GVN,  and  third  country  costs. 

Total  Cost.  The  total  cost  of  VS  and  RVNAP  operations  and  investment  in 
South  Vietnam  during  Pi  69  was  $20.0  billion. 

- VS  forces  cost  $17.4  billion  (87%),  while  RVNAP  cost  $2.6  billion  (1S%). 

• Since  the  VS  funded  most  of  RVNAP,  the  total  cost  to  the  US  (direct 
plus  indirect)  was  $19.4  billion,  or  97%  of  the  total. 

Mador  Activities.  The  emphasis  in  PI  69  was  on  main  force  operations  and 
intsrduition.  ^ 

- Main  force  operations  cost  $8. 7 billion,  or  46%  of  the  $18, 7 billion 
spent  on  current  operations. 

> Interdiction  operations  by  air  and  land  forces  cost  $6,4  billion,  or  34% 
of  the  total;  over  half  ($3,3  billion)  went  to  air  interdiction  out-of -country. 

- Only  $.3  billion  (less  than  2%)  was  used  for  fill  time  territorial 
security  forces.  If  the  time  ARVN  and  VS  forces  reportedly  spent  helping  the 
RF/PF  it  included,  the  total  spent  on  pacification  was  $1,3  billion  (7%), 

Forces.  Air  forces  conemed  almost  half  of  the  total  cost  of  operations. 

- Air  forces  (all  seroiess)  coat  $9.0  billion,  or  48%  of  the  total.  Host 
of  the  air  costs  were  for  interdiction  ($5,2  billion);  in  addition,  air  forces 
contributed  heavily  to  main  force  operations  r$3,3  billion),  almost  as  much  as 
land  forces  ($3.8  billion). 

- Land  forces  cost  $6.0  billion  (32%  of  the  total),  mostly  ($4,9  billiorJ 
for  main  fores  operations,  and  ground  operations  along  South  Vietnam's  border  a 
(intsrdiotion) . Most  of  the  rest  ($.9  billion)  assisted  RF/PF  in  the 
territorial  security  mission, 

- General  support,  consisting  of  logistics,  aditinistrcdsion,  camunications, 
etc,,  cost  $3,0  billion,  or  16%  of  the  total. 
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PROGRAT'l  BUDGET  CONCEPTS 

• / 

Background.  Previous  articles^^  discussed  the  cost  of  the  Vietnam  war 
in  terms  of  its  incremental  impact  on  the  Defense  budget,  and  allocated  costs 
to  functional  activities.  The  analysis  vas  limited,  however,  because  little 
detailed  information  was  available  in  a systematic,  intemaily  consistent  pro- 
gram budget  framework. 

During  the  past  nine  months,  government  agencies  directly ‘involved  with 
the  war  collected  detailed  cost  data  for  FY  68-71  in  a comprehensive  program 
budget  framework.  Information  was  obtained  in  South  Vietnam  and  from  overseas 
bases  to  provide  detail,  and  to  verify  the  timing  and  exact  use  of  resources 
consumed  by  operating  units.  Interviews  with  operations  officers  (G-3)  at  Corps 
and  Division  level,  as  well  as  i4/LCV  operational  data  available  in  computerized 
form  in  Saigon  and  Washington,  provided  the  basis  for  allocating  combat  unit 
costs  to  various  functional  activities. 

This  article  is  based  on  US  and  defense  .data,  for  the  first  year  for 
which  the  analysis  has  been  conmleted  — FY  69.  Future  articles  will  cover 
FY  70-71,  and  include  resources  frcm  other  US  agencies  (AID,  USIA,  State,  etc.), 
the  GVN  civil  budget,  and  third  countries. 

Comments  are  welcome,  and  a few  copies  of  the  coiiq;)lete  program  budget  matrix 
(124  resource  columns,  433  activity  rows)  are  available  upon  request. 

Cost  Concepts.  The  program  budget  represents  the  full  cost  of  resources 
expended  in  Vietnam  by  US,  CfVN  and  third  countries  (in  US  dollar  equivalents 
at  official  exchange  rates),  and  out-of-coxmtry  operations  and  programs  directly 
related  to  Vietnam. 

The  total  costs  in  the  program  budget  are  less  than  other  estimates  because 
it  excludes  COIiUS  based  support  costs.  (The  major  exclusions  are  the  cost  of 
CONUS  training  of  US  forces,  the  costs  of  transporting  equipment  and  supplies  to 
Vietnam,  and  the  cost  of  maintaining  the  rotational  manpower  base.)  Also,  since 
some  resources  may  be  budgeted  for  the  war  in  a given  fiscal  year  but  actxially 
expended  elsewhere  or  in  another  period,  the  program  budget  is  not  directly  com- 
patible with  defense  budget  figures. 

During  the  formulation  of  the  program  budget,  the  following  assumptions 
were  made: 

“ Time  frames;  Fiscal  years  for  US  and  third  countries  were  assumed  to  occur 
concurrently  with  GVN  fiscal  years,  which  are  actually  calendar  years.  The  six- 
month  lag  between  the  US  fiscal  end  the  GVN  caJ.endar  year  approximately  corre- 
sponds to  the  lag  between  US  obligations  and/or  expenditures  and  their  impact 
in  RVN. 

L/  "Cost  of  the  War  in  Vietnam,”  SEA  Analysis  Report.  September  I969,  pp.  41-47. 

"The  Cost  of  the  Vietnam  War,”  SEA  Analysis  Report.  August  I968,  pp.  4l-42. 
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- Investment  vs>  operating  costs;  Investment  (including  research;  construe-, 
tion;  and  procurement  of  equipment  minus  consumption/attrition)  was  reported 
separately  from  operating  costs  (O&M,  expendable  supplies  and  personnel  costs). 
Combat  losses  of  ships,  aircraft,  vehicles,  and  other  major  equipment  were  treateq 
as  operating  costs,  as  were  munitions  consumption,  replacement  parts/spares,  etc.  | 
Transfers  were  treated  as  negative  investment  for  US  activities  and  positive 
investment  for  RWIAF  activities  (funded  by  the  US  and  J4ASF). 

- Full  vs.  Incremental  costs;  The  program  budget  uses  a "full  cost"  approach 
That  is,  the  full  costs  of  units  and  activities  are  included  even  though  some  of 
these  costs  would  be  expended  elsewhere  in  peacetime  (e.g.,  the  cost  of  US  divisiol 
units  in  the  baseline  forces).  Therefore,  the  program  budget  does  not  measture 
incremental  costs  (potential  peacetime  savings). 

- Overhead;  As  far  as  possible,  overhead  expenditures  were  allocated  to  the 
output  category  (or  categories)  to  which  they  contributed,  by  factoring  if  neces- 
sary. Unallocable  costs  (general  support  categories)  were  kept  to  a minimum. 


are: 


- What  was  included;  Examples  of  items  being  included  in  the  ■program,  budget 


— All  operations  by  US,  GVN  emd  other  FWMAF  in  RVN. 


— All  US  and  GVN  military  operations  in  Cambodia  and  South  Laos,  plus 
US  air  operations  in  North  Laos. 

— All  allied  operations  in  the  NVN  panhandle , and'  elsewhere  in  NVN  when  - 
directly  related  to^activity  in  RVN.  • 

~ All  7th  Fleet  operations  directly  related  to  Vietnam.  I 

— All  air  operations  over  RVN,  NVN,  Cambodia,  Ihailand  and  Laos  by 
resources  based  in  RVN,  Thailand,  Guam,  Okinawa  or  the  Philippines. 

~ Medical  facilities  in  Japan  and  Okinawa  used  for  Vietnam  casualties. 

— No  medical  facilities  in  CONUS. 

— No  training  for  US  personnel'  conducted  outside  Southeast  Asia. 

— All  training  of  Vietnamese  personnel  any^ere. 

— All  activities  of  the  2nd  Logistics  Command  directly  supporting  opera- 
tions in  RVN. 

— All  Voice  of  America  broadcasts  in  Vietnamese, 

— All  propaganda  pamphlets  published  in  Vietnamese. 

** 

~ Expenses  of  other  facilities  and  elements  in  West  Pac  not  inmediately 
related  to  Vietnam  were  prorated  to  estimate  Vietnam-related  costs. 
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FY  69  RESULTS 

D'he  following  sections  and  tables  present  the  FY  69  program  budget  for  all 
US  and  RVN  military  activities  relating  directly  to  the  Vietnam  war. 

Total  Cost.  The  total  cost  of  US  and  RWIAF  operations  and  investment  in 
FY  69*  was  $20.0  billion  (Table  1).  US  forces  cost  $1?.^  billion  (87^),  while 
RVKAF  cost  $2.6  billion  (13^).  Since  the  US  funded  most  of  RVKAP  dlxectly  or 
indirectly,  the  total  cost  to  the  US  was  $19.4  billion,  or  97)5  of  the  total. 


TA3IS  1 


COST  OF  .MILITARY  OFERATIONS  AMD  IRVESTMENT  IN  VIETMAM  a/ 
(US  Dollars  in  Billions) 


Operations 

Investment 

Total 

Percent 

ira  Military  Operations 
RVNAF  Operations: 

16.2 

1.2  y 

17-4 

87 

10 

US  Funded 

1.9 

.1 

2.0 

6VR  Funded 

Siibtotal 

.6 

2.5 

* 

.1 

.6 

rz 

li 

Total 

18.7 

1.3 

20.0 

100 

* Less  than  $50  million. 

a/  ExclTides  Third  Country  activities,  and  GVW  activities  other  than  RVNAF 
(such  as  RD  cadre  and  National  Police)  even  thou^  they  iiiay  have  military 
implications . 

h/  Includes:  .5  billion  - net  investment  in  aircraft,  ship* 

,3  billion  - bases/logistics  facilities 
.2  billiai  - research  (USAF) 

.2  biUim  - ports/airfields/WXJ,  and  other. 


Most  of  the  costs  ($l8«7  billion)  were  for  current  operations.  Investment 
costs  in  FY  69  were  relatively  low  ($1.3  billion),  mainly  because  most  US  invest- 
ment occurred  in  the  buildup  years  (FY  6^-66).  The  following  sections  discuss  the 
operations  costs  ($18.7  billion)  in. core  detail. 

Major  Activities.  Resources  in  the  FY  69  program  budget  had  their  greatest 
iiQ>act  durXng  69,  a year  of  high  US  involvement,  and  a year  of  transition  from 
eiqphasis  on  the  main  force  war  to  eisphesis  on  pacification  and  Vietnamization. 

The  peak  of  US  involvement  in  Vietnam  occurred  in  mid-1969  with  the  high  point  in 
US  military  strength  occurring  in  i^il  1969 . Major  eiiQ)hasis  in  the  first  half  of 
1969  was  still  being  placed  on  containing  VC/NVA  main  forces.  The  vietnamization 
program  began  in  Jhly  1969)  end  a major  step  in  e^qpanding  the  populated  areas 
under  CrVN  control  began  with  the  Accelerated  Pacification  Canpaign  in  the  fall. 
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pro,ira::.  '1‘ablc  2)  :;hovs  that  in  tnr/n.;  of  costs,  thnr  nain  ijr.phasis}  | 

ir;  ty  •..«.■  or.  .".air.  force  operation.';  a:id  interdiction;  J ■- 

j : 

- Vain  I'orv-:  tr erptio.n."  against  VC/UVA  force.*;  in  cost  .»8.7  billion,  or  { i 

;C"  of  ^hc  ;,l5.?  billion  spent  on  current  operations.  | ; 

- Interdict io;.  cpera^ions  cost  $6.^i  billion,  or  of  the  total,  of  ^rhich  t ? 

ovc-r  half  (^3.5  billion)  v;ent  to  out-uf-country  interdiction  of  !fVA  troops  and  J ; 
suppj.i:-s.  i.c-cou-ctry  interdiction  ($2.9  billion)  consisted  of  ciain  force  ground  | ; 
operations  near  the  ?.TJ  bord'  , CIDG  and  Special  Forces,  and  harassing  and  inter-l  . 
dicti.ng  (HS:l)  artillery  firt  } ; 

i ^ 
} : 

- C.nly  $.3  billion  (less  than  2^0  was  used  for  full  time  territorial  security  .J  j 

forces  (?.?/??).  If  the  time  ARV.I  and  US  forces  spent  helping  the  EF/PF  is  iccludeq  i 
’h-  ::p-rii  cr.  '.^rrlioria.1  r- curity  and  pacification  was  .$1.3  billion  (7^).  i J 


Forces 

Regular  Land  Forces 
Territorial  Forces 
Waval  Forces 
Air  Forces 
Ge.neral  Support 

Total  (Percent) 

* Less  than  .05. 


TAW.?:  2 

FORCES  ATID  ACTIVITIES 

(US/SVIIAF  Operations  Cost  in  $ Billions) 

Interdiction  Main 

rn-  Out-of-  Force  Territorial. 

Country  Country  Opns  * Security  C 


Other  Total  (Percent);  I; 

.2  6.0  (32)  1 1 

* -3  ( 2)  ll 

* .4(2)  j t. 

.4  9.0  (48)  1 1 

1.6  3.0  (16) 


2.9(15)  3.5(19)  8.7(46)  1.3(7)  2.3(13118.7  (100) 


Forces.  The  progran  budget  shows  that  air  forces  consumed  almost  half  of 
the  total  cost  of  operations  (Table  2). 

- Air  forces  (all  services)  cost  $9.0  billion,  or  4^  of  the  total  $18.7 
billion,  to  provide  fire  support,  mobility,  reconnaissance  and  Intelligence,  etc., 
in  support  of  current  operations.  Most  of  the  air  costs  were  for  interdiction 
($5.2  billion);  in  addition,  air  forces  contributed  heavily  to  main  force  opera- 
tions ($3.3  billion),  almost  as  much  as  land  forces. ($3.8  billion). 

- Land  forces  cost  .$5.0  billion  (32^  of  the  total),  mostly  for  main  force 
operate* IS  ($3*8  billion),  end  ground  interdiction  operations,  including  ttfcl 
fire  ($1.1  billion).  Kcst  of  the  rest  ($.9  billion)  assisted  RF/PF  in  the  terri- 
torial security  mission. 
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- Territorial  forces  's  c -,•,,, ^.  ^ 

0>8  rest  of  the  co»hat  oostt.’  — “aval  foroea  (^.1,  biUlon)  made  up  : 

.unic:tjs::it:rfrt  H 

s'unmariL  itt'^IatfieB*2^M''^e  ^ provide  detailed  backup  data  to  ' 

tacb  table  aeama  S'i^ieatT:  S 

"*  Tsbl©  3 shows  thn.'f*  i a * 

forces  dra»  dowi,  the  net  reauit^-lS^be^“Lw  *’mS  aotlvltlea  as  tB  ^ 

S 0?pa"  on" 

Mlts  caused  the  combat  su^rt*^^l"l?  to*b^M*h°°^e**^'  I®  ground  * 

than  for  RVHAP  (.7  to  1)  on  r-B^n  ^ higher  for  US  units  o 

about  the  same  proportionately  (7-4rfS'S*^“RVIIW?““^  "®"  i 

«S«ve‘S^f  ?“'>  ® S«®4  «■«««  5 

^W/VNMC;  for  each  dollar  spent' on’ land  operations  as  did  t 

. ^ s 

- Table  5 shows  that  of  the  ■j  ; 

wnt  to  combat  unlt.s  and  their  or~ftnie  on  land  forces,  $3,9  billion 

to  non-organlc  artillery  i^oa  ^ I 

total  cost  of  the  war.  ganlc  artillery  thus  consumed  of  the  i 

as  much  °»^whUl?y/Sp^?StS^2dV?ta^a‘  "^i“*  '“««  •J«»h  U times  5 

for  every  dollar  spent  on  combat  unl'-s  lie  e ^ ®°  ^glstics  as  did  fiWHP*  ; 

Oh  logistics,  vblie  ^ 
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Out-of -Country 

3539 

22 

In-Country 

2527 

16 

Subtotal 

55 

Main  Force  Operations 

Combat 

2051 

13 

Conibat  Sizpport 

4126 

25 

Combat  Service  Support  1745 

11 

Subtotal 

7922 

Territorial  Security  & 

Pacification 

381 

2 

Military  Protection 

259 

2 

Air  Defense 

43 

* 

Political  Operations 

51 

* 

General  Support 

1150 

7 

Medical 

243 

1 

2 

Training 

57 

« 

Subtotal  Security 

16177 

100 

Internal  Developneat  6 


U 

331 


352 


* 

•13 


3550  19 

S5o5  3# 


bkl  18 

1^  7 

126  5 

733  30 


2492  13  . 1 : 

4292  ,33  >.  ; 

1871  10  ; : 

56^^  .1i5  I 1 


943 

38 

1324 

7 

73 

3 

332 

2 

.# 

48 

« 

18 

1 

6? 

190 

8 

1340 

7 

47 

2 

290 

2 

134 

_5 

1 

2481 

100 

18658 

106 

1 

7 

« 

J 

I 

J 

! 

; 


I 


% 

s 


Unilateral  US  Activities  1 ■.# 

22SSi  16184  100 

* Less  than  .5 


2481  100 


1 * 

18665  100 


•'  i 


9 

Ansy 

902 

239 

2 

9 

2554 

5i^ 

143 

606 

174 

67 

3805 

1469 

f 1 

Marines 

3 

- 

610 

6 

108 

* 

- 

721 

6 

^ : 

Territorial 

• 

• 

• 

• 

305 

24 

» 

32? 

Total 

535 

*139 

-r 

■9 

3154 

554 

551 

174 

51 

4^ 

f 1 

Navjr 

55 

3 

46 

- 

2C9 

10 

11 

22 

?2 

- 

353 

35 

Air  Forces 

! i 

Amiy 

153 

- 

• 

1656 

116 

- 

66 

- 

2191 

- 

1 1 

* 

Air  Force 

1332 

89 

2363 

2 

720 

43 

3 

-> 

265 

19 

4683 

153 

Navy 

28 

- 

990 

33 

- 

•» 

- 

- 

- 

1051 

- 

? i 

Marines 

•54 

• 

138 

• 

657 

• 

• 

39 

• 

888 

•• 

i f 

Total 

T357 

“W  3451 

“5 

35S5. 

•Tf3 

115 

375 

15 

8813 

‘153 

gonfidentml 


<ci.w.-  U 


FORCiS  VS 


»#>•— T^fTf-T^a 


(U3/KVNAF  Opera*.' 


lens” Tests  in  $ Millions) 


Interdiction 
In-  Out-of- 

Country  Country 
US  RVNAF  US  RV;:/J 


'Main  Force  Territorial 
Coerations  Security  Other 
US  l.TJfiS  US  RVNAF  US  BVllA? 


Total 
US  RVMAF 


Land  Forces 


aeneral  Support 


Air  Force 
ffavy 
Marines 
Territorial 
Total 

Total 

~S55y  1055  239  2 

Air  Force  1332  89  2363 

Navy  83  3 1036 

Karines  57  - 138 

Territorial  - - 


1066  in 

1 14 

I6!i  1 

1553  ^ 


- 686  291 
- 216  36 
- 318  13 

. - 19  * 

10  - 13 

"15  i555  353 


1754  402 

216  36 

319  27 

203  1 


550S  659  259  6o6  926  358  7750  1871 

720  43  3 - 481  55'  48^  189 

243  24  11  22  350  13  1723  62 

1451  7 108  - 58  * 1812  7 

- ' - 315  - 37  352 


Total  5527  33:  3539  n 7925  TST;  -351  5113  iBr5  TJ53  |i5I05 

Less  than  .5 
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SERVICES  AM)  FORCES 


(US/R\'?:.AF  Operations  Costs  in  .$  Millions) 


Land/^aval  Forces 
Ccnbat  Units 
Artillery/Uaval  -.unfire 
Secon  2:  Intelligence 
CoQfcdt  Engineering 
Coznunications 
Psyops 

Base  Support 

General  Coabat  Suppoirt 

Advisors 

TransTxsrtation/Mobility 

Total 

Air  Forces 
Combat/Fire  Support 
Mobility 

Recon  & Intelligence 
Base  Support 
Rescue 
Psyops 
Ground  Radar 
Herbicide  Operations 
Total 

General  Sunnort 
Logistics 
Ccacamications 
Adainistration 
Recon  fit  Intelligence 
Transportation/Mobility 
Military  PoLice/Coxirts 
Medical  Care 
Formal  Training 
Engineering 
Port/Airfield  Opns 
Psyops 

Civic  Action 
General  Support 
Advisors 
Total 


Total 


USA 

USAF 

USH 

2328 

86 

1211 

193 

- 

40 

160 

48 

27 

31 

- 

6 

- 

1 

27 

3B05 

353 

721 

3299 

919 

979 

423 

491 

625 

126 

- 

260 

- 

42 

6 

- 

23 

t 

m 

- 

8 

m 

3 

2x91 

11553 

IO5I 

732 

46 

283 

11 

243 

30 

53 

172 

97 

9 

154 

1 

47 

112 

31 

49 

6 

52 

• 

- 

- 

48 

1 

2 

55 

4 

3 

5 

6 

- 

- 

37 

* 

m 

175lf 

"215 

”319 

7750 

4899 

1723 

USMC 

Total  US 

337 

2751 

345 

1749 

- 

4o 

15 

175 

- 

48 

- 

27 

- 

31 

24 

30 

- 

1 

“tS 

.27 

4879 

653 

5592 

165 

1567 

51 

1293 

17 

277 

2 

50 

m 

• 23 

- 

8 

- 

3 

“885 

“8813 

64 

842 

16 

310 

10 

336 

- 

278 

17 

172 

11 

58 

9 

201 

- 

58 

35 

83 

w 

58 

- 

12 

6 

41 

78 

"203 

~2^ 

1812 

16184 
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(US/R-/i:Ar  ir.  : villions) 


Land/Maval  Forces 
Combat  Units 
Artillery/Naval  Gunfire 
Recon  & Intelligence 
Combat  Engineering 
Communications 
Psyops 

Base  Simport 

General  Combat  Support 

Advisors 

Transportation/Mobility 

Total 

Air  Forces 

Combat /Fire  Support 
l-!obiUty 

Recon  & Intelligence 
Base  Support 
Rescue 
Psyops 

Ground  Radar 
Herbicide  Operations 
Total 

General  Support 
Logistics 
Communications 
Administration 
Recon  & Intel^gence 
Transportation^obility 
Military  Police/Courts 
Medical  Care 
Formal  Training 
Engineering 
Port/Airfield  Opns 
Psyops 
Civic  Action 
General  Support 
Advisors 
Total 


ARVl? 

y:ss 

*.j*^*f^ 

PF 

Total 

RiTTAF 

Total 
US  & 
RWAF 

-X 

892 

24 

5 

94 

1248 

3999 

21.4 

325 

- 

- 

325 

2074 

U.l 

79 

- 

- 

- 

- 

79 

119 

.6 

32 

- 

* 

1 

* 

33 

208 

1.1 

4 

- 

■jfr 

- 

4 

52 

.3 

16 

- 

- 

1 

17 

44 

.2 

• 

7 

> 

7 

38 

.2 

7 

2 

- 

- 

8 

38 

.2 

H4 

1 

- 

- 

118 

119 

.7 

•• 

• 

27 

.2 

1559 

“5“ 

235~ 

-9r 

“1539 

“5715 

15^ 

57 

97 

5689 

30.5 

33 

38 

1605 

8.6 

11 

11 

1304 

7.0 

6 

• 

6 

283 

1.5 

- 

. 

50 

.3 

1 

1 

24 

.1 

* 

* 

8 

* 

• 

3 

* 

133 

153 

■w 

TO 

76 

. 

3 

5 

2 

91 

933 

5.0 

14 

- 

- 

♦ 

* 

14 

324 

1.7 

59 

?• 

1 

1 

66 

402 

2.2 

9 

- 

- 

- 

1 

10 

288 

1.5 

24 

1 

n 

* 

* 

* 

32 

204 

1.1 

13 

- 

0 

* 

* 

13 

71 

.4 

44 

* 

1 

* 

46 

247 

1.3 

68 

30 

- 

* 

9 

3 

134 

192 

1.0 

33 

- 

■» 

38 

121 

.7 

- 

- 

T 

{ 

- 

- 

7 

65 

.4 

- 

¥■ 

- 

- 

1- 

* 

12 

.1 

. 

- 

> 

•• 

• 

6 

*• 

31 

* 

• 

1 

- 

32 

UO 

.6 

< 

0 

•• 

6 

6 

* 

'To?. 

"Tf 

'T' 

■15 

-y 

“2^ 

157o 

1671 

169 

7 

251 

101 

2481 

18665 

100.0 
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Prosirm  Budget  for  the  Vietnam  War  - EY  69-71 
Siamaru 


A detailed  pTogvm  budget  for  the  Vietnam  war  for  Fd  fl9-7J  hoe  been 
oonpleted,  Reaulte  for  PE  69  were  preaented  in  the  Hovember^Deoember  1970 
Analuaie  Report,  Fnia  paper  includes  the  other  two  fisoal  years  which 
haoe  be«m  completed  (PI  70~71)t  cand  covers  the  AID,  GVN,  and  third  oountry 
coats  as  well* 


Total  Cost,  Reductions  in  US  military  activities  as  port  of  the  Vietnam^ 
ization  omaed  the  annual  cost  of  activities  in  Vietncaro!  to  drot  $6,1 
billion,  or  24%  from  PY  69  ($21,6  billion)  to  PE  71  ($16.4  billion). 


•>  VS  military  activities  declined  $6.2  billion. 


- RVRAP  activities  increased  $1.2  billion,  and  row  account  for  26% 
of  VS/GVR/py  military  costs  ($2,8  billion  out  of  $16,6  billion). 


- Civil  activities  ($.8  billion)  and  third  oountry  military  activities 
($,6  billion)  rtmainsd  generally  aonstant. 


iHx  of  Foreee,  By  reducing  US  activities  and  increasing  RWAP  activities, 
Vietromization  shifted  emphasis  fran  air  activities  to  territorial  and  land 
forces. 


- US  and  WMF  air  activities  declined  from  47%  of  total  costs  in  PE  69 
to  27%  in  PE  71, 


- Territorial  forces  increased  fran.  $,4  hillion  tc  $.7  billion,  and 
together  with  ARV!)  and  remaining  US  land  forces  ($5.5  billion/  account  for 
over  40%  of  total  costs. 


Mad  or  Aetiyitiss,  Despite  the  declining  level  of  the  war,  and  the 
dhanging  mis  of  forces,  the  funding  emphasis  in  FE  72  was  still  an  main 
foros  operations  (40%)  and  interdiction  (29%)  instead  of  pacification  (10%) 
end  internal  devsZopmsnt  (6%). 


i/  Including  out-of-country  inverciction  progrms. 


OONFIOENTfAL 

26 


49 


CONF/OENTUL 


Details 


Backgrotind.  During  1970  govemaent  agencies  directly  involved  with  the 
war  in  Vietnam  collected  detailed  cost  data  for  FY  68  - 71  in  a comprehensive 
program  budget  framework.  The  concepts  end  scope  of  the  budget  were  explained 
in  a previous  article .i/ 


The  program  budget  has  some  limitations.  First,  it  is  not  directly 
comparable  to  official  DQD  estimates  of  the  cost  of  the  war,  and  should 
be  used  only  to  show  resource  allocations.  Second,  the  project  to  collect 
cost  data  was  terminated  before  FY  68  Army,  end  FY  68  and  FY  70  civil  cost 
estimates  were  completed.  (Becauce  FY  68  data  was  so  incomplete,  we  have 
not  shown  it  in  this  article.) 


Third,  it  will  be  is^ssible  to  obtain  FY  72  or  later  figures  in  the 
same  format  \dthout  a cos^lete  retabulation  of  the  earlier  data  to  clarify 
definitions  and  aissus^tions  used.  The  program  budget  will  probably  be  a 
one-time  effort,  ■pTlraaxily  because  of  the  massive  collection  tasks  and 
analysis  needed  to  produce  it. 


Total  Costs.  Reductions  in  US  military  activities  as  part  of  Viet- 
naBi2atiQn  caused  the  annual  cost  of  activities  in  Vietnam  to  drop  $5.1 
billion,  or  2U5I  from  FY  ^9  to  FY  71.  Table  1 shows  that  military  and 
civil  costs  in  Vietnam  were  $21.3  billion  in  FY  69,  but  dropped  to  $l6.4 
billion  in  FY  71. 


The  decline  was  mainly  due  to  a $6.3  billion  decline  in  US  military 
coats  from  FY  69  ($17.6  billion)  to  FY  71  ($11.3  billicn).  RVHAF  activities 
Increased  by  nearly  503( — $1.2  billion— to  help  fill  the  gap  left  by 
departing  US  forces,  and  reached  $3.8  billion  in  FY  71.  The  combination 
of  US  declines  and  RVHAF  increases  brought  the  RVHflF  share  of  US/gVH/EV 
military  costs  to  2k%  in  FY  71,  conpared  to  1%  in  FY  69. 


Civil  activities  by  the  US  and  GVN,  and  third  country  military 
activities  remained  generally  constant  during  the  same  period.  US  AID,. 
State.  USXA,  Coast  Guard,  and  intelligence  operations  declined  slightly 
from  $U09  million  in  FY  69  to  $3*f^  million  in  FY  71,  but  GVH  civil  expendi- 
tures increased  by  about  the  same  amount  to  fill  the  gap— from  $432  million 
to  $496  million.  Third  country  costs  remained  level  at  $460-480  million. 


Table  1 also  shows  the  funding  costs  to  the  US,  GVH, "and  third  countries. 
Since  the  US  funded  most  of  RVKAF  and  third  country  forces,  the  total  cost 
to  the  US  (direct  plus  indirect)  was  about  90-95/6  of  the  total  cost  of.  the 
war.  In  FY  69,  the  war  cost  the  US  $20.4  billion  (95^6  of  the,  total);  in 


y November-December  1970  SEA  Analysis  Report. 
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FY  71  the  figure  dropped  to  $l4.7  ‘billion  (9(^  of  the  total)  .-i/  GVN 
expenditures  rose  more  than  50St  during  the  same  period. 


TABIE  1 
COST  OF  VIETHAM  ACTIVITIES 


(In  Billions  of  US  Dollars) 

i,  Change 

FY69 

FY70 

FY71 

Fy69-71  a/ 

Military  Operations/lnvestment 

17.6 

l4.8 

11.3 

-36 

US 

RVHAF 

2.6 

3.1 

3.8 

+46 

Third  Country 

Total 

.5 

20.7 

^HA 

irf'  ' 

0 

-25 

Civil  Operations/Investment 

HA 

-16 

US 

.4 

.3 

GVN 

.4 

NA 

+15 

Total 

TH 

• 

0 

Grand  Total 

21.5 

16.4 

-24 

Cost  to  US 

"20^5 

-28 

Cost  to  GVN 

1.0 

' 1.6 

+52 

Cost  to  Third  Countries 

.1 

- .1 

+ 4 

Total 

21.5 

30 

HA  * not  available. 

^ Percentages  based  on  tmrounded  dollar  aisounts. 


Mix  of  Forces.  By  reducing  US  activities,  which  are  heavily  air- 
oriented,  and  increasing  RVHAF  activities,  idiich  are  mostly  land  and  terri- 
torial forces,  Vietnamization  caused  a major  shift  in  the  internal  coe^sition 
of  OS/GVH  forces  during  FY  69-'71>  Table  2 shows  US/GVN  military  costs 
type  of  force j all  US  helicopter  operations  are  included  as  "Air  Forces," 
and  all  US  logistics  and  administrative  activities  are  included  as  "General 
Support. "2/ 


^ Rote  that  these  figures  do  not  agree  with  official  OSD  ContptroUer  estimates 
of  the  cost  of  the  var  to  the  Department  of  Defense,  which  were  $20.2  billion 
in  FY  68,  $17.6  biUion  in  FY  69,  $12.6  billion  in  FY  70,  and  $8.1  billion  in 
py  71.  As  explained  In  the  Hovesb^^ecember  article,  the  differences  arise 
tron  the  definition  of  items  included  in  "SEA-related"  and  from  the  timing  of 
expenditures,  as  well  as  the  exclusion  of  US  civil  agency  e^^nditures. 

2/  Tables  4-6  give  a more  detailed  breakout  of  each  service's  figures. 
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Air  activities  declined  frca  Ul'-  cf  total  US/GVN  military  costs  in 
FY  69  to  37^  in  FY  71*  while  the  territorial  forces  portion  increased  from 
2!ft  to  4^  (costs  i®)  and  land  forces  increased  from  303&  to  37%  (costs  falling 
slower  than  air  costs).  Naval  forces  and  general  support  declined  at  the 
same  general  rate  as  overall  military  costs,  so  their  percentages  of  the 
total  (2%  naval  forces,  19>2C%  general  stqpport)  remsdned  constant.  The 
same  trends  will  probably  continue  in  FY  72-73  US  forces  decline  further. 


TABI2  2 

COST  OF  US/RVHAF  FORCES  - FY  69t71 


FY  69 

FY  71 

S Billions 

-1- 

S Billions 

US  Forces 

4.6 

• 

3.7 

25 

n 

Land  Forces 

23 

Naval  Farces 

Air  Forces 

.4 

9.3 

2 

46 

••L 

5.3 

35 

14 

75 

General  Stqiport 

Total 

irti" 

16 

2.2 

11.3 

RVNAF 

Regular  Land  Forces 

1.5 

7 

1.8 

12 

h 

Territorial  Forces 

.4 

2 

.7 

*r 

n 

Naval  Forces 

♦ 

♦ 

•X 

X 

0 

Air  Forces 

.2 

1 

.3 

c 

c 

General  Support 

Total 

.5 

13 

p 

25 

Total  US  & RVStf 
Land  Forces 
Territorial  Forces 
Naval  Forces 
Air  Forces 
General  Support 
Grand  Total 


6.1 

.4 

.4 

5*5 

5.6 

20.2 


30 

2 

2 

47 

J2 

100 


5.5 

.7 

.2 

5.6 

15.1 


37 

4 

2 

37 

20 

100 


«'  Dess  than  ^.0$  billion  or  ,5%. 

^ Percentages  based  on  unrounded  dollar  amounts. 


Mador  Activities.  Despite  the  declining  level  of  the  war  and  the 
changi^  min  of  for^s,  the  emphasis  in  ?Y  71  was  still  on  main  force  opera- 
tions  (40%)  and  interdiction  (29%)  instead  of  pacificationi  (10%)  and 
internal  developm^'C  (5%). 

"y  Territorial  Sectirity  and  Law  Enforcement . 
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Table  3 shows  the  allocation  of  US  /feVN  costs  to  the  program  hodgst 
categories  of  Security,  Internal  Development,  and  Unilateral  Activi.ti'jSj 
and  their  suibeategories . In  FI  71  interdiction  ($4,6  billion)  and 
force  operations  ($6.4  billion)  were  still  the  most  costly  US/GVH 
activities,  even  though  US  withdrawals  reduced  them  to  below  their  FY 
69  levels. 

The  relatively  Inexpensive  pacification  and  intemtO.  developMnt 
activities  have  always  cost  only  a fraction  of  regular  military  activities, 
but  Vietnamlzation  and  increased  GVN  awareness  of  these  activities  led  to 
a modest  increase  during  FY  69-71,  Territorial  security,  law  enforcement, 
and  internal  development  grew  from  $2.1  billion  in  FY  69  to  $2.3  billion 
in  FT  71  while  most  other  areas  were  declining,  so  their  share  of  US/GVN 
costs  rose  from  lOji  to  1936.  (See  Table  3) 

Detailed  Program  Budget  Data.  Tables  4>6  give  more  detailed  breakouts 
of  US/gvk  forces  and  acti^ties  by  service.  They  st^port  the  general 
conclusions  drawn  above,  and  are  presented  for  the  use  of  those  interested 
in  identifying  more  specifically  bow  each  kind  of  force  is  funded. 
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MAJOR  US/GVTT  ACrr/IIin:  II?  VlZT.l^i 
■ (costs  in  Millions  cf  VS  Dollars} 

7Y  ^-9 I 

US  ova  Ic-:al  i)  , 


FY  71 

GVN  Total 


Securitj 


Interdiction: 

Out-of-Country 

In-Country 

Sub-Total 

Main  Force  Operations; 
Conibat 

Coobat  Support 

Combat  Service  St^port 

Sub-Total 

Territorial  Security  and 
Lav  Enforcement 
Military  Protection 
. Air  Defense 
Political  Operations 
General  Support 
Medical 

Formal  Training 
Sub-Total  Security 
Internal  Development 


17516 


3757  2584  102 

2933  1688  186 

32.0  ^272 

2497  1740  586 

i:6l3  2233  430 

IcltQ  896  477 

9050  42.9  4869  1493 

1496  7.1  294  1287- 

335  1.6  143  101 

49  .2  ^ 1 

.70  .3  23  . 97 

1944  9.2  1380  236 

309  1.5  129  58 

^ _m  -22: 

20186  95.7  11317  3762 


15079 


Agriculture/Nat.  Resources 

Industry/Commerce 

Transportation 

Power/Communicatlons 

Education 

Labor 

Health 

Housing/Keif are 

Refugees 

Veterans 

Rational  Government 
Provincial/Local  Gov’t 
Program  Admin. /Other 


Sub-Total  Development  268  347  615  3.0  .-224  496 

iTnllateral  US  Activities 
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l Intelligence 

21 

0 

21 

2 

0 

A 

2 

55 

80 

I Research 

I Admin, /other 

175 

74 

C 

C 

175 

74 

55 

80 

0 

0 

Sub-Total  US  Activities 

1 

270 

0 

270  1.3 

137 

0 

137 

.8 

1 Grand  Total  ' 

18054 

3017 

21071  100.0 

11678 

4258 

15936 

100.0 

t 


{ 

\ 


t 


t 

5 
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Ii«nj  Foreei 
Arssr 
Ktrlnta 
Territorial 
Total 

Saiml  ■I'oreea 

Air  Foreaa 
AXMf 

Air  Force 
Vaty 

Marloee 

Total 

Oeaaral  SuBoert 

**5f 

Air  Force 
Vary 
Marlnea 
Territorial 
Total 

Total 


f CHc-:s  vs.  Acimms  . ft  Co 

(Cc*t  la  kiilioni  of  us  Collars) 


Interdletlon 


In- 

Country 

IS  Rwa? 


990 

3 


339 


355  235" 

56  U 


Cut-of 
Country 
0^  sJmK? 


T -9 
U7 


153  - 50  - 

1341  96  • 8401  3 

29  - U02 


2628  34l  37l(f  12 


Main  Force 
Operationa 
Ss  RVaAF 


2584 

611 


1856 

736 

34 


1 

184 

1313 

8295 


548 

8 


HpJ  5J5 

217  12 


51 


1130  112 


20 

1 

133 

752 


Territorial 

Security 

D3""'hVfiAf' 


143 

107 

253 

U 


U6 

3 


606 


29 


"51  115  — 


22 


Other 

® RVMF 

174  67 


175 

32 


102 

266 


916 

516 

532 

19 


26 

93 


23 

55 


Z- 

13 
1 

JL 

1353  3Er 


380  1003  2596  477 


Total 

TO  l«a^  Tetil 

3893  1469  5362 

7a  8 729 

e» 

363 


45  4oe 


2277  . 8277 

4747  175  4922 

1165  - 1165 

55?5  T75  ^ 

2046  403  2449 

516  4o  556 

533  33  566 

203  2 205 

35#  "jli  35^ 

17645  2585  20230 
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F0HCS3  V3.  Acrmrigs  - n 7o 
(Co»t  in'Kiiiiont  of  iSIboiUri) 


Inttfdtetlon 

In 


X*in  Force 


Terrltorinl 

Couatry Country  Operation*  Seeuritr 

gWitf  IB  Ifag  # Mg  w~mir 


Qeneral  flu 


Ai*  Force 
Hnjr 
Karine* 
Terrltoriel 
Total 


2'»78  153  3052  13 


U59  (sU 

3 M 

J57  4 

15^  153 

6633  1552 


Other 

m—ma 


Territorial 

Total 

loS 

IT 

u 

-5- 

3^ 

tDH 

235 

170 

Rand.  Force* 

66 

21 

1* 

- 

105 

*9 

15 

70 

55 

Air  Force* 

* 

Araar 

225 

• 

176 

• 

.10(1 

73 

155 

Air  Force 

1031 

101 

195* 

13 

59* 

87 

1 

23* 

Kavy 

20 

e* 

in 

. 

38 

Marine* 

Total 

M 

m 

126 

3557 

T§ 

*98 

■5317 

“W 

“75 

—5 

5^ 

WA  law  5292 

Ws  13  U78 

S5^  iS 

255  V»0  395 


1616  . 1816 

i>5  38lll»  2ii6  1)060 

829  - 829 

^ TBS  7^ 


696  T9  I 1855 

k3^  91  ksS 


91  W 

26  32T 

2 191 

21 


690  251)5 
91-  525 

79  *06 

6 197 


- 3*  2 191  6 197 

“i  isei  ^ -w  -m 

95*  2138  *18  1*825  3090  17915 
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Ital  Por«!«« 


Xtrlnei 

Itrrltoriii 

Tottl 

HiwJ.  Varc»t 

Air  Tdretm 

Air  Force 
Bety 
Ktrinee 
Totel 

Oeaeral  Smwn^ 

Air  Force 
Bevy 
Merlatt 
Territcrlei 
Total 
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gg^CEs  V3.  ACTmma  - ly  n 
in  Miliione  of  us  DoUere) 

Interlictloa 

S 


Territorial 

Security 


146 

10 

48 

2402 

186 

621 

13 

179 

31 

681 

TSS 

‘is 

2555 

53I» 

215 

5|9 

1215 

20 

12 

1 

38 

33 

5 

73 

20 

123 

1707 

669 

53 

876 

502 

42 

149 

■ 52 

• 

- 

2?S 

“55 

riS 

1577 

159 

~k 

- 

- 

- 

567 

4l6 

- 

- 

- 

7 

58 

* 

' 

• 

• 

90 

2 

■5W 

VfB 

-r- 

4 

•nr 

186 

25S3 

102 

4867 

1492 

267 

1287 

U3 

184  £6 

12  r 

30S  ~SB 


942  248 

384  92 

169  49 

16  1 

21 


- Total 

S Kgsaf  f5^ 

3515  1772  52P7 

219  13  232 

^ 2^ 

113  127  sLc 


29*»2  3J0 

-2^9 


1509  Ml  SIT 

.384  - 92 

ioS 

3 10; 

^ ^ 

11334  3752  i509g 
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ECONOyjIC  It-^PACT  - KOREA  /JH)  SCyTH  n^TSPl-i  BUIIDUPS 


The  confliot  and  the  rapid  buildup  of  U.S,  force  resulted  in  serious 
inflationary  pressures  in  Korea  during  the  Korean  Warj  pressures  more 
serious  than  these  being  e:<perienced  in  South  Vietnam.  Increased  govern- 
ment spending  for  national  defense  coupled  with  spending  of  allied  forces 
caused. excessive  demand  for  a limited  amount  of  local  resources,  and  as 
has  occurred  in  Vietnam  the  amount  of  goods  and  services  available  is 
reduced  by  the  dislocation  and  destruction  of  the  wax. 

In  the  first  year  of  the  Korean  conflict  retail  prices  in  Pusan 
rose  by  more  than  7-1/2  times,  and  before  the  conflict  was  over  prices 
were  more  than  2k  times  higher  than  before  the  war;  In  Vietnam  prices 
have  a little  more  than  doubled  since  the  buildup  began  in  earnest  a 
year  and  a half  ago. 


TABLE  1 


CaiEAKATIVE  PRICE  IIICEEASES  IN  KOREA  AND  HI  VIETNAM 


Mid-Year 
Retail  Prices 
Pusan 


19*t6 

16.7 

1961 

1947 

31.3 

1962 

1948 

52.7 

1963 

1949 

47.3 

1964 

1950 

100.0 

1965 

1951 

767.6 

1966 

1952 

1894.0 

Dec  '66 

1953 

2488,8 

Mid-Year 
Retail  Prices 
Saigon 

77.8 
’ 80.7 

85.2 
86.7 
100,0 
156.3 

208.9 


Mid-1950  = 100. and  mid-1965  = itX).  These  dates  are  taken  as  the 
starting  points  of  the  two  buildups. 


However,  inflation  was  a greater  problem  in  Korea  even  before  the  con- 
flict began.  From  19^6  through  1950  Korean  prices  increased  six  fold  while 
in  the  four  yesurs  before  1965  Vietnamese  prices  increased  by  50  percent.  In 
both  countries,  however,  the  pace  of  inflation  increased  with  the  arrival  of 
allied  forces. 

Money  Supply  and  the  Price  Index 


The  relationship  between  the  increase  in  the  price  index  and  the  in- 
crease in  the  money  supply  for  the  two  countries  also  can  be  seen  in  Table  1. 
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i 

INCREASES 

IN  THE  MC:3Y  SU 

??LY 

INCREASES  IN 

TUB  PRICE  I13EX  Hi  XOR 

EA  A:^  in  \1ETIiAI.I 

1 

■ ; 

KOREA 

SOUTH  VIETNAM 

End- Year 

End- Year 

End- Year 

End-Year 

Money  Supply 

Retail  Price 
Indexi/ -Pusan 

• 

Money  Supply 

Retail /Price 
Indexi/ -Saigon 

: 

(Hvfan  Billions) 

(P  Billions) 

• i9Vr 

52.9 

42.0 

1961 

17.2 

79.3 

1948 

74.4 

64.4 

1962 

19.5 

83.0 

1949 

134.7 

88.2 

1963 

22.3 

86.0 

1950 

314.9 

437.6 

1964 

27.4 

93.4 

{ 1951 

812,4 

1378.9 

1965 

47.6 

128.2 

r 1952 

1593.1 

2207.6 

1966 

67.0 

208.9 

1 1953 

t 

5371.. P 

2786.0 

5 — — . • 

I: 

E 

I 

I 17  Mid-1950  = 100  and.mid-1965  = 100,  These  dates  are  taken  as  the 

I starting  points  of  -the  two  buildups. 


\ An  inorease  in  the^ money  supply,  all  other  things  equal,  will  bring  a proper* 

I ■'  tionate  increase  in  prices.  However,  because  of  loss  of  confidence,  there 

I can  be  a disproportionate  reaction  to  large  and  continued  increases  in  the 

j money  supply.  This  happened  in  Korea  and  there  is  danger  of  it  happening  in 

I Vietnam,  The  political  and  military  situation  can  also  affect  confidence  in 

1 the  currency, 

I 

I In  Korea  the  relationship  between  the  increases  in  money  supply  and  in-  , 

I creases  in  prices  passed  through  three  phases.  In  the  first  phase  (the  pre* 

I war  years)  prices  rose  at  a slower  rate  than  the  increase  in  money  supply  - 

from  the  end  of  19^7  to  the  end  of  19^9  while  money  supply  tripled,  prices 
doubled.  In  the  second  phase  (the  first  two  years  of  the  war  1950  and  1951) 

; prices  rose  much  faster  than  the  money  supply  - while  money  supply  rose  by  a 

j little  more  than  six  times  prices  rose  by  more  than  13  times.  Then  in  the 

; third  phase  (from  the  end  of  1951  to  the  end  of  1953)  prices  agsdn  rose  at 

a slower  rate  * while  the  money  supply  quadrupled,  prices  doubled. 

In  Vietnam  prices  have  risen  less  than  money  supply  increases  in  every 
year,  from  I961  through  the  end  of  1965.  In  I966,  however,  prices  rose 
faster  - while  the  money  supply  increased  by  slightly  less  than  50  percent, 
prices  increased  by  slightly  more  them  that  figure. 

1 War  almost  invariable  brings  sharp  increases  in  the  money  supply, 

j Government  expenditures  increase  while  revenues,  because  of  war  disruption, 

{ decline.  To  finance  the  deficit  the  government  will  generally  resort  to 

[ printing  money.  Allied  forces  will  also  need  money  for  local  purchases  >diich 

[ again  will  be  printed  to  supply  their  needs.  Tables  III  and  IV  show  some  of 

; the  major  factors  influencing  the  changes  in  the  money  supply  in  the  two 

{ U countries. 
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Possible  ReriSdip.l  Actions 


Controlling  inflation  isrst  involve  neasures  vhich  reduce  the  need  to 
print  money  by  either  (a)  increasing  revenues,  (b)  reducing  costs  (of  the 
local  government  and  of  the  allied  forces),  (c)  reducing  extensions  of 
credit,  or  (d)  increasing  imports  (i.e,  offsetting  increasing  demand  through 
increasing  imports). 


f ■ Thus  far  there  has  been  much  greater  success  in  controlling  the  Vietnam 

I inflation  than  there  vas  vith  inflation  in  Korea. 

i 

I •.  First,  there  has  been  a much  larger  and  more  consistent  import  program 

I in  Vietnam.  Table  IV  shows  that  money  absorption  from  import  has  more  than 

I . offset  money  creation  through  spending  by  Allied  Forces  in  every  year  of  the 

{ Vietnam  buildup.  In  Korea  ii25)orts  never  oTfset  Allied  spending  and  in  the 

I first  phase  of  the  conflict  (2nd  Q CY  50  to  1st  Q CY  5l)iiaports  were  pitifully 

i low  (largely  due  to  the  closing  down  of  EGA  and  the  lag  before  a substitute 

1 : vas  found). 

! 

' In  the  second  place,  there  has  been  much  more  careful  control  of  spending 

• by  Allied  Forces  in  Vietnam.  In  Korea  there  were  various  recommendations  to 

reduce  local  hire  and  to  increase  off-shore  purchases,  but  there  vas  no  control 
mecheuiism  introduced  such  as  the  present  "piaster  ceiling." 


Third,  credit  expansion  in  Korea  was  much  greater  euid  much  more  eratic. 

Until  CY  66  credit'  expansion  in  Vietnam  has  been  negligible.  The  increase 
that  year  (and  for  CY  6?)  was  associated  with  the  large  increase  in  Imports. 

However,  in  both  Korea  and  Vietnam  government  budget  control  and  in-  i 

creased  revenues  have  been  difficult  to  achieve.  The  Korean  government  was 
able  to  balance  its  budget  after  March  1951  only  by  having  the  UN  take  over 
the  financing  of  some  of  its  accounts  (e.g.  the  care  of  refugees  and  POWs), 
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TABLE  ? 

CHANGES  IN  MONEY  SUPPLY  BY  MAJOR  CAUSE;-^ 

KOREA 

(Hwan  Billions) 


CY  48 

CY  50 

CY  51 

CY  51 

(3rd  Quarter) 

{2nd  Quarter) 

{1st  Quarter)  {4th  Quarter) 

Increases  in 

Base 

Money  Svipply 

Period 

58.9 

304.8 

385.4 

1) 

Increases  in 

Government 

Base 

Deficit 

Period 

7i.5 

182.3 

-45.0 

2) 

Increases  in 

. 

Allied  Forces' 

Base 

Spending 

Period 

0 

101.2 

362.2 

3) 

Increases  in 

,•  Base 

Credit 

Period 

41.4 

17.3 

188.9 

4) 

Increases  in 

Ease 

Imports 

Period 

57.3 

7.8 

140.1 

IT 

Rows  1),  2),  and  3)  arc  major  causes  of  money 

creation;  Row  4)  is 

a 

maior  source  of  money  absorbtion.  But  Increases  in  Money  Supply 

will  not  equal  1)  plus  2)  plus  3) 

minus  4)  because  minor  factors 

(e.  g.  invisibles)  have  not  been  included. 

Si 
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TABLE 

CHAl'i'GES  21  MOflBY  SUPPLY  BY  MAJOR  CAUSE: 
VIS2MAM 
(P  Billions) 


CY63 

CY64 

CY65 

CY66 

Increases  in 
Money  Supply 

2.8 

5.1 

.20.2 

20.0 

1}  Increases  Ir 
Cfovemment 
Beficit 

3.1 

10.3 

19.0 

21.4 

2)  Increases  in 
Allied  Forces 
Spending 

0 

2.0 

9.0 

33.  .5 

3)  Increases  3.0 
Credit 

.5 

.1 

-.7 

4.0 

4)  Increases  in 
imports 

7.5 

8.8 

11.2 

37.7 

i/  Rows  2),  end  3)  we  aa^or  causes  of  money  creation;  row  4) 
ie  a major  source  of  money  ebsorbtlon.  But  Decreases  in  toney  S^ly 
vill  not  equal  l)  plus  2)  plus  3)  minus  4)  because  minor  factors 
(e.g.,  invisables)  have  not  been  included. 
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The  1966  enti-ir*flation  program:  in  SZr  includeu  a severe  currency  de- 
valuation and  introduction  of  piaster  spending  limitations  by  DOD,  other  US 
agencies  and  the  GVi».  These  steps  vere  taken  to  reduce  inflationary  spending  j 

which  had  caused  the  cost  of  livir^  to  rise  79%  during  the  12  months  pre-  j 

ceding  the  devaluation.  DOD’s  spenn’.ng  gcal  of  P42  billion  (P21.5  billion  in  , \ 

the  1st  half  year  and  jKO.5  in  the  second)  for  CY  6?  was  establishe'T  at  the  . i 

time  Deployment  Plan  #4  was  developed.  The  second  half  goal  is  to  be  reviewed  | 

in  May  or  June  and  will  be  revised  if  it  is  insufficient  to  support  Plan  #4.  J 

1 

Spending  to  date  is  shown  below.  The  CY  67  projections  assume  a level  of  | 

spending  per  man  only  slightly  below  the  level  at  the  end  of  CY  66  (but  above  I 

Jan  67).  The  first  half  goal  of  P21.5  billion  seems  likely  to  be  met;  CINCPAC  | 

shares  this  exoectation.  t 

I 

PIASTSK  spsionsi  {?  Biliion)  ' I 


Actual 


* 

cTSS 

CY  67 

Projected  CY  67 

3d  Qtr  4th  Scr 

Jan 

Ist  Half  2d  IW-f 

Oto!  & Personal  ^ 

P6.9 

P7.9 

P2.5 

PI8.2 

PI9.4 

Contract  Construction  1.7 

1.2 

.5 

2.8 

2.0 

P9.1 

?3.0 

P21.0 

P21.4 

0£K  & Personal  Per 

7200  y 

7200  y 

Man  Month 

7770 

7295 

* 

6l30 

a/  Including  AIK. 

y 

3y  sssvarotion. 

% 

Inareasing  average  troop  strength  will  prevent  achievement  of  the  second 
half  goal  cl  ?20.5  billion  unless  spending  per  man  falls  6-7?5  further,  to 
p6800.  This  fall  may  occur  since  Christmas  shopping  may  have  increased  the  ! , 

end  CY  66  figwes.  CIKCPAC  continues  to  estimate,  that  P22.8  billion  will  be  I : 

required  for  the  second  half  of  CY  67*  ^ 

Prospects  for  successfully  limiting  spending  to  P42  billion  in  CY  67 
will  depend  on; 

I 

a,  the  effect  of  projected  movement  of  units  to  rural  areas,  ' 

increases  in  PX  facilities,  and  B&E  on  troop  spending. 

, b.  further  movements  of  prices  end  wages.  The  calculations  shown 

above  do  not  allow  for  price  rises.  While  the  prices  MACV  pays 
have  risen  only  3^  since  August,  retail  prices  have  risen  over 
30^5.  Rising  retail  prices  may  increase  -croop  spending. 

c.  idxether  a further  round  cf  wage  Increases  can  be  prevented. 

d.  the  ability  of  troop  construction  units  to  hold  dam  the.  r 
piaster  spending  as  they  take  over  more  of  the  construction 
program. 

Actual  HACV  spending  will  exceed  the  goals  as  presently  defined  when  MACV 
takes  over  some  functions  from  AID.  Since  AID  will  furnish  the  piasters 
fr<Mi  its  own  budget,  this  speniirg  will  not  violate  Ambassador  Lodge's 
overall  goals  for  US  agencies. 
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’Uiio:aaY  a.\?  ai.T)  iiiFUTioriAav  pressupzs 


S<r:~.ar.v 


rne  Mission's  recent  CY  £?• ''-inflationary  gap"  (increase  in  the 
money  supply)  estimates  range  from  P3  to  P30  billion  with  PI?  as 
their  "best"  estimate.  For  reasons  discussed  below,  PIO  billion  seems 
like  a better  estimate,  however.  Table  1 shows  CY  67  gaps  as 
a percent  of  the  money  supply.  Under  stable  conditions  emd  with  time 
for  adjustment,  these  proportions  would  also  represent  e^^ected  price  le’/el 
changes.  Economic  growth  tends  to  reduce  the  price  changes  associated 
with  any  given  gap  and  ej^ectation  of  future  inflation  increases  it. 

As  is  shown  below,  the  relation  in  Vietnam  has  been  quite  unstsdjle,  due 
Uchaly  to  changing  expectations.-  For  CY  6?  gaps  -in  the  neighborhood  of 
P10-P15  billion,  the  ejected  ratio  of  price  changes  to  money  supply 
changes  is  probably  at  least  1 to  1 and  possibly  somewhat  higher. 


TABLE  1 

CY  6?  2.!0:3SY  SUPPLY  IIICSEASES  . 


CY  6? 
Gax> 


i»  Change 
In  CY  6? 
Money  Supply  5/ 


10 

13M 

15 

23.7 

20 

31.5 

25 

39.iL 

30 

47.3 

^ Chafes  as  a percent  of  the  end  of  CY  66  money  supply  net  of 
MACV  belances. 


Actual  price  and  money  svroply  developments  during  early  196? 
suggest  that  prices  may  still  be  rising  faster  than  the  money  supply 
(as  was  true  at  the  end  of  CY  66).  This  is  so  even  when  special 
conditions  affecting  rice  are  considered.  In  the  first  two  months 
of  195?,  the  money  supply  increase  (the  gap)  was  Ja5.6  billion  at  an 


-29- 

CONFIDENTIAL : 


64 


CONFIDENTIAL 


annual  rats  or  6^-  at  a cuarterly  ra"=. 

The  part  of  this  rise  vhich  canr.o-  Is  "5:<pl 
about  7>  or  23f}  on  an  annual  basis,  a prise 
than  the  monetary  gro;-rth.  This  pro:  ably  me 
significant  inflation  to  continue  in  CY  67. 
will  rise  faster  than  money  supply  in  early 
developing. 


rises,  hov/ever,  rose  20fj. 
ir.ed'’  by  rice  prices  is 
rise  proportionately  larger 
ns  that  the  public  expects 
If  this  is  so,  prices 
CY  67  even  if  a low  gap  is 


Forecasts  of  CY  6?  Gap 


Table  2 shows  the  recent  2<Iission  ‘'best"  inflationary  gap  esti- 
mate, the  estimate  on  which  ^hnbfissedor  Lodge  based  the  CY  67  stabili- 
zation program  and,  for  comparison,  the  estimated  CY  66  gap.  The 
Embassy  regards  a gap  of  PI7  billion  as  most  lik^y  and  says  that  the 
"target  gap"  of  PIO  billion  is  not  attainable,  J/ 

The  new  estimates  differ  ftroa  the  earlier  ones  for  CY  67  in 
several  ways.  Estimated  import  payments  have  fallen  slightly  due  to 
abnormal  inventory  accumulation  in  CY  6s.  Ynis  leads  to  k decline  in 
forecast  customs  and  austerity  revenues,  ei:d  a reduction  in  credit  as 
loans  to  finance  inventories  are  paid  off. 

Another  important  difference  is  the  rice  and  fertilizer  subsidy 
which  was  either  "netted  out"  of  imports,  or  overlooked,  in  the 
Septeaiber  estimates. 

The  Mission  shows  US  military  spending  of  pJi4,5  billion,  the 
CUiCrAC/MACV  stated  piaster  requirement  for  CY  67.  Earlier  OSD  esti- 
mates suggested  that  coa&ined  "0324  and  personal  spending"  rates  of  no 
more  xhen  P7200  per  US  man  month  would  be  attainable.  The  p4£  billion 
target  for  CY  67  (P21.5  billion  for  the  first  half  year)  was  estab- 
lished on  this  basis.  However,  fa’Torable  experience  in  January  and 
February  suggests  that  the  estimate  should  be  scaled  down  considerably, 
not  increaised.  Table  3 shows  the  spending  rates  per  man  month  for 
the  last  half  of  CY  66  and  the  first  two  months  of  CY  67.  Table  k 
projects  total  spending  for  CY  67,  assuming  various  rates  per  man 
under  presently  approved  deployments.  Yhen  the  very  low  rates  for 
February  are  adjusted  to  allow  for  Tet,  and  for  the  shortness  of  the 
month,  they  fall  near  or  jvist  above  the  January  rates.  While  another 
month  or  two  of  ei^rience  is  desirable  to  confirm  these  rates  as  a 
basis  for  a low  estimate  for  the  year.  Tables  3 and  4 suggest  that 


T7  Net  of  changes  in  MACV  cash  balances. 

£/  This  is  a correction  of  the  'oission’s  earlier  estimav.:  of 
F20  billion  as  most  likely. 
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Z::rL-.ZZQi:^aY  gap  S3T1^!ATE3 

(?  Billion) 


cy 


66  V 


CY  67  Gap 

15  Sep  66  ib  Kaur  67 


Embassy 

Target 


Esibeissy 

Estimate 


Monetary  Injection 

GVn  Military 

■ P62.2 

P50.0  • , 

i^.8  y 

GVIi*  Civil 

31.0  s' 

US  Military 

-• 

42.0  , 

44.5  y 

US  Ci-.'il 

' 37.7 

10.0 

8.0 

Non-'JS  Piaster  Purchases 

1.0 

3.3 

Ebgjorts 

2.1 

2.0 

2.0 

Credit  Expansion  ^ 

l4.7 

12.0 

1.0 

Subsidies 

1/ 

. ^ 

9:0 

Total 

F116.7 

HiroTo 

pi45.6 

Monetary  Withdra'^s 

GVlf  Imports 

20.r. 

58.9  ®/  . i 

/ 31.8; 

CIP  Iciports 

22.7, 

86.0  5/  18.9:72. 

Food  for  Peace 

7.7  ( 

V 

13.6  f 

Special  Rice  Imports 

n.a.: 

n.a. 

8.1 1 

Equalization  Tax 

8.4, 

n.a.J 

n.a.) 

Customs , Austerity  and- 
Fere quat ion  Revenues 

l4.4 

in» 

22.0 

J 

19.6 

Domestic  Revenues 

l6.0 

20.0 

26.0 

Invisibles 

9.4 

10.0 

10.6 

Total 

P98.7 

pisB.b 

pi28:6 

Gap 

P18.0 

PIO.O 

P17.0  f/ 

RBVIl'  estimates  adjusted. 

^ P2.5  billion  AIK,  inclijded  by  Enibassy 

in  GVN  Military, 

shifted  here  to 

TJS  Military  for  consistency. 


^ Po.O  billion  formerly  included  in  US  Civil  Budget  (AED  financed) 
shifted  to  GVN  Civil  Budget  for  consistency. 

Credit  e:Q)an3ior.  net  of  tine  deposits. 

e/  For  CY  66,  the  subsidies  on  fertilizer  and  rice  are  shown  as  reduced 
” in^rt  vali:es  rather  then  as  an  e;qplicit  expense.  They  nay  have  been 
omitted  entirely  in  the  15  September  estimates. 


f/ 


Corrected  "ission  estimates  range  from  P3-P30  billion;  P17  most  likely, 
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ACTUAL  Pliers  3?3:DIIT0 
(?  'ILLIOL') 


0^4  & Persoiml  Spending 
Contract  Construction 

Total 


CY  66. 

3d  fttr  4th  Qtr 


p6.9 

1.7 


P7.9 

1.2 


..St  67  . 

Jan  Feb 

P2.5  F2.3 
.5  . .5 


593  53^ 


0SI<!  & Personal  Spending  Per  US 
Man  Month 


P7770  P7295  p6i80  P5591 


TA3I3  4 

PH0J3CTED  PTASrS?.  SPESDlNS  - CY  6? 
(?  Billion) 


QSM  & Personal  Spending 
Per  US  Man  Month 

• P7200 
6500 
6500 
6100 


Projected  j^ending?/  •• 
• (P  BilHon)  . 

P42.00 

39.92 
37.28  . 

35.74 


a/  Construe n estimates  of  P2.2  billion  and  ^1.7  billion  respectively 
have  bee^  used  for  the  1st  and  2d  halves  of  CY67.  CINCPAC  is 
estimating  P2.8  billion  for  1st  half  CY67  construction  spending. 
Trogcam  4 deployments  assumed. 
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spending  nuch  lover  than  ? — .p  billion  is  very  likely.  Kovsvsr,  the 
estir-ated  y~'  expenditures  include  ?4.0  billion  for  R’/ITAF  rations  and 
?2.3  billicr.  for  a Jure  1 civil  ser’-'ice  pay  raise.  If  there  is  a pay 
raise  for  V3  eciployees  in  "vill,  of  course,  raise  liACV  spending,  but 
even  so,  Rh-.p  billicr.  seens  like  a high  estimate.  If  MACV  spending 
does  hold  to  the  neighborhood  of  P33-40  billion,  the  gap,  accepting 
the  Mission's  other  ’'gosc  likely"  assumptions,  will  be  arou.nd  P12.5 
billion.  2ut  it  seems  likely  that  the  subsidy  figure  is  overstated 
and  that  credit  expansion  will  be  zero  or  negative.  Thus  there  is 
still  some  hope  for  a gap  of  close  to  PIO  billion  in  CY  6?. 


Money  Supply  and  Price  Changes 


The  relation  between  changes  in  the  money  supply  and  changes  in 
prise  indices  is  a crucual  part  of  the  analysis  of  inflationary 
prospects  for  CY  67.  Quarterly  changes  in  the  money  supply  and  price 
levels  in  S’.TT  are  shown  in  Table  5 for  the  period  since  US  forces 
and  inflation  began  to  have  an  ir^iortant  intact  on  the  SVN  economy. 

The  table  shows  that,  on  average,  rates  of  price  increase  have 
recently  been  .79  times  the  rate  of  money  supply  increase  in  the  previ 
oua  Quarter.  The  average,  unlagged,  is  1.02.  However,  the  relation- 
ships ere  quite  unstable,  depending  as  they  do -on  tfi^ectations  about 
future  inflation;  the  observations  are  too  few  to  reveal  much  in  any 
case.  Analysis  of  monthly  data,  employing  various  lags,  leads  to 
similar  coacltisioxis,  as  does  comparison  of  the  period  1959  to  1964 
with  this  more  recent  period. 

■/Jhile  there  is  no  obvious  trend,  the  last  observations  in  both 
the  lagged  end  unlagged  series  are  relatively  large  and  for  the  first 
quarter  of  CY  67,  the  ratio  is  1,2  to  1 "allowing  for  rice”,  ^ ii/ 
Thus  for  ‘the  most  recent  5 months,  prices  have  risen  somewhat  faster 
then  the  money  supply.  This  nay  well  continue  for  some  time  longer 
de spivs  13  (and  GVIT)  spending  control  programs.  Any  estimates  of 
CY  67  price  changes  based  on  the  inflationary  gap  calculations  aore 
subject  to  gross  uncertainty,  but  it  seems  likely  that  prices  will 
grow  somewhat  faster  than  money  in  the  next  few  months  though 
probably  not  for  the  year  as  a whole  spending  controls  are 
effective. 


Based  on  the  USAID  index,  since  the  NIS  is  not  available  for 
this  period. 

4/  The  next  section  estimates  the  impact  of  rice  prices  on  the 
index.  -33- 

CONFIDENTIAL  ! 


CONFIDEHTIAL 


S'.'ir  PRICE  IIDEX  .-ZD  MlinV  3-.7PEI,  I565  - 


% Change 

ri  Charge  In 

to  Money 

Supply 

End  of 

In  Prices  B/ 

Money  Supply  4/ 

Unlagged 

Laggel 

1965 

2d  Qtr 

8.9^ 

10,3^ 

,86 

1.44 

3d  fttr 

14.8 

15.5 

.95 

.83 

4th  Qtr 

12.9 

12.7 

1.02 

.86 

1966 

1st  Qtr 

10.9 

13.0  ^ 

.65  . . 

.71 

2d  Qtr 

.91 

-.15 

3d  Qtr 

-1.9  i/ 

5.4 

-.35 

1.04 

4th  Qtr 

1.8 

Mean 

S.  D. 

3.11 

1.02 

.96 

.79 

.48 

h. 


uI3  cost  of  living  index,  working  class. 

^ Currency  pliis  private  deaattiil  deposits,  adjusted  for  US  troop 
private  spending  in  2d  <itr  1965  ($35  nan/month,  at  "black 
SMorket"  exchange  rates)  and  adjusted  for  I4ACV  balances 
beginning  Beceniber  I965. 

c/  Ratio  is  i»  change  in  prices  lagged  cr.e  quarter,  divided' by 
p change  in  money  supply  unlagged.  S.g.,  14,8/10.3  “ 1.44 
for  2d  Qtr  1965. 

^ Adjusted  for  June  1966  devaluation  ’ey  extrapolation  of 
price  changes  which  "would  have  occurred"  in  June  and 
July  without  devaluation. 
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First  Quarter  1^7  Price  Changes 


Recent  novenents  of  retail  and  rice  prices  are  shown  in 'Table  6.  J 

Consumer  prices  rose  about  20^  dxiring  the  1st  Quarter  of  CY  67 » . Much  ! 

of  the  rise  was  due  to  the  extrenie  movements  of  rice  prices  shown  ! 

below.  These  movements  in  the  price  of  rice  which  coo^rises  about 
17^  of  the  USAID  index,  "explain”  65?*  of  the  increase  in  the  index 
during  early  1967.  ‘These  rice  price  movements  were  related  to  local 
and  temporary  inventory  exhaustions  and  do  not  reflect  changes  in 
the  money  supply'  and  overall  inflationary  pressxires  in  SVW,  It  is 
thought  that  they  will  be  largely  reversed  in  the  coming  months,  j 

and  the  reversal  has  already  begun.  If  it  is  accepted  that  65^  of 
the  20^i  price  rise  is  not  due  to  monetary  (inflationary)  factors,  | 

the  inflationary  pressure  in  early  CY  67  was  only  slightly  in  excess  j 

of  that-  Implied  by  changes  in  the  money  supply.  These  last  were  ; 

about  6^  (March  estimated)  w'aile  the  non-rice  price  rise  was  about  ! 

Tf>y  a ratio  of  price  rise  to  monetary  increase  of  1.2  to  1, 

b. 


TABLE  6 

RETAIL  PRICES  I966-I967 


Date  All  Items  sJ  Soc  Nau  Rice  i/ 


Dec  27 

216 

1650 

Jan  30 

254 

2160 

Feb  27 

255 

2300 

Mar  6 

273 

3200 

Mar  10 

3700 

1-Iar  13 

284 

3300 

Mar  20 

261 

2900 

Mar  22 

3000 

Mar  27 

260 

2900 

Apr  3 

261 

2700 

USAID  retail  price  index.  This  if  alili-ar  to  the  NIS  index 
used  in  Table  5,  but  the  MS  index  ;.t  not  available  for  these 
recent  periods  and  is  only  calculat<j . •^ow’.hly, 

^ Frlce  per  100  kilo.  New  rice  crop  marketed  on  Jan  9* 
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SVI<  IKFIATIOK  Ilf  CY  67 


CY  67  inflation  car.  be  held  to  ?:-25;':,  recognissing  periods  of  uncertaintj' 
(e,g.,  elections)  end  short-ten  shor-age  (e*S*>  rics).  C£  67  inf^Atioa 
throng  30  April  has  been  lofs.  A rate  of  inflation  of  25^  has  the  same  effect 
on  the  incomes  of  GVIT  employees  and  members  of  the  Armed  Forces  as  cutting 
their  salaries  by  2C73. 


The  MCV  additions  00  the  approved  dsplJi.Tr.ent  plan  would  not  apprsciably 
affect  piaster  spending  or  inflation  in  CY  67  but  'would  affect  spending 
and  possibly  inflation  in  CY  68  and  CY  65.  Piaster  cost  per  year  of  15>0O*j 
troops  is  roughly  PI  billion. 

The  Dangers  of  Inflation 

A modest  degree  of  inflation  in  could  be  helpful.  Pressure 

fi'om  rising  prices  forces  rural  and  urban  families  to  seek  additional 
income  through  higher  pa^/ing  jots  ana  secondary  employment.  Labor  mobility 
and  tot«l  output  are  thereby  increased. 


i 


I 

! 


i 


I 

f 


Also,  se'feral  of  the  usual  disadvantages  of  inflation  are  not  appli- 
cable to  SVH.  For  example,  inflation  usually  leads  to  balance  of  payments 
difflcxilties  as  domestic  and  export  prices  become  relatively  higher  and 
import  prices  become  relatively  xower.  But  in  SVli  the  US  military  (who 
buy  their  piasters  “irith  dollars)  supplies  foreign  exchange  and  o'S  AID 
through  CIP  supplies  imports.  In  SvTi,  the  US  commitment  thus  offsets 
the  balance  of  payments  effect  of  inflation. 

Nonetheless,  Vietnamese  inflation  in  CY  66  was  not  modest;  8C>^  pel' 
year  or  6$  per  month.  Such  large  price  rises  produce  several  ill  effects 
in  SVN. 

In  the  first  place,  people  on  fixed  incomes  (notably  civil  servants 
and  members  of  the  armed  services)  ere  made  relatively  worse  off  as  the 
purchasing  power  of  their  income  drops.  The  government  and  the  Army  lose 
their  best  people  since  ether  positions  become  financially  more  attractive. 
Second,  inflation  breeds  corruption  as  people  try  to  supplement  their 
income  by  other  means  if,  like  the  military,  they  cannot  change  jobs. 

Finally,  popular  support  for  the  3VIi  is  undermined  if  it  is  unable 
to  effectively  manage  the  country's  econcay. 

Causes  of  SVN  Inflation 


Inflation  in  SVN  is  caused  by  too  such  demand  for  a Limited  amount 
of  local  resources.  The  US,  the  31’;:,  the  private  economy  (and  to  some 
extent  even  the  VC)  are  all  cocmeting  for  a small  amount  of  local  resources 
often  made  yet  smaller  by  war  derage. 
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The  GVT<  prints  money  to  meet  its  needs  eind  those  of  tne  U.S.j 
since  it  does  not  collect  enough  in  taxes.  Financing  war-generated 
demands  through  increasing  the  money  supply  instead  of  through  taxation 
adds  new  demands  to  the  economy  without  cutting  private  demand.  Inflation 
results . 

Increases  in  the  money  supply  xdll  bring  a proportionate  increase  in 
prices  if  all  else  remains  equal.  The  phrase  "if  all  else  remains  equal" 
is  inroortant.  Price  increases  can  be  less  than  the  increase  in  money 
supply.  A growing  economy  makes  more  goods  available  and  this  reduces 
the  price  rise  associated  with  increases  in  money  supply.  Similarly, 
in  countries  like  Vietnam,  substitution  of  a money  economy  for  barter 
arrangements  allows  ib.r  some  increase  in  money  supply  without  creating 
price  rises. 

On  the  other  hand,  price  rises  caui  exceed  increases  in  the  money 
supply.  Disproportionate  price  increases  most  often  result  from  a loss 
of  confidence  in  the  currency.  This  loss  of  confidence,  due  to  previous 
inflation  or  political-military  factors,  causes  people  to  shift  from 
holding  money  to  holding  goods.  People  are  willing  to  pay  higher  pilces 
for  goods  which  they  e:qpect  will  cost  even  more  in  the  near  future. 

In  SVN  increases  in  prices  have  been  less  than  increases  in  the 
money  supply  tmtil  quite  recently.  (See  Table  l).  The  change  occurred 
in  CY  66  when  the  money  supply  increased  by  slightly  less  than  50^  and 
prices  increased  by  slightly  more  than  that  figure. 

The  CY  66  trend  appears  to  be  continuing  in  CY  6?,  based  on  1st 
Quarter  results.  Price  rises  in  SVN  currently  are  exceeding  money  supply 
increases  by  a ratio  of  1.2  to  1,  even  allowing  for  the  recent  rice  price 
increases  resulting  from  a short-lived  shortage. 

The  Outlook  for  CY  6? 

Prices  in  SVIT  will  rise  32^  in  CY  67  based  on  the  P17  billion  increase 
in  money  supply  ("gap")  estiimted  by  the  US  mission  and  a 1.2  to  1 ratio. 
(See  Tables  2 and  3).  However,  severel  factors  may  change  the  gap 
pro;}ection.  Itost  significant  is  a lower  estimate  of  US  military  piaster 
spending. 

The  "Piaster  Ceiling."  On  July  1,  I966,  the  Secretary  of  Defense 
esatblished  a quarterly  ^piaster  ceiling"  whereby  JCS  was  directed  to 
limit  (through  CINCPAC  and  COMUSMCV)  military  Md  contractor  piaster 
spending.  The  ceiling  for  each  of  the  first  two  quarters  was  P9  billion. 
MACV  spent  P8.5  billion  the  first  quarter  and  P9.O8  billion  the  second, 
a total  of  only  P17.6  billion  against  a forecast  of  P23.1  billion  if  no 
ceiling  had  existed.  Such  savings  were  the  result  of  more  careful  buying, 
increased  offshore  procurement,  greater  efficiency  in  construction  and 
a public  campaign  to  induce  troops  to  spend  fever  piasters. 
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In  November  1966,  CI!IC?AC/!vA.CV  estimated  their  CY  piaster  needs  to 
be  P44.5  billion.  OSD  at  the  sene  time  estimated  spending  to  be  P41.7 
billion  for  the  year.  It  r.tv  appears  that  both  estimates  are  too  high. 

The  CINCPAC/^^ACV  Piaster  Zxpenditure  Reduction  Program  has  been  more 
effective  more  quickly  than  vas  anticipated.  The  latest  OSD  projection 
for  CY  67  is  only  P36.4  billion. (Table  4). 

Besides  military  piaster  savings,  two  other  factors  may  reduce  the 
projected  CY  67  gap.  First,  the  ?9  billion  for  subsidies  (whereby  rice 
and  fertilizer  are  sold  at  a lower  rate  than  PII8  to  $1)  may  be  over- 
stated and  may  be  only  P4  billion.  Second,  credit  expansion  will  probably 
be  zero  or  negative  instead  of  PI  billion. 

All  of  these  changes  ccvld  reduce  the  projected  gap  to  P2.9  billion. 

But  some  programs  may  be  revised  in  a way  that  will  increase  it.  First, 
COIdJSMACV  has  requested  an  increase  in  the  strength  of  the  Vietnamese 
Armed  Forces  of  50,000  men  starting  1 July.  If  all  50,000  were  on  board 
on  1 July  (which  is  unlikely)  GVN  military  spending  would  increase  only 
P.9  billion  in  CY  67.  Second,  salaries  of  Vietnamese  citizens  working  for 
the  US  Government  may  be  raised,  increasing  eiiqpenditures  by  P2  billion. 

Based  on  the  above  changes,  CY  67  money  supply  increases  would,  be  only 
P5.8  billion.  Using  a ratio  of  increased  prices  to  increases  in  rjoney 
supply  of  1.2  to  1,  the  inflation  in  3VN  for  CY  67  would  be  only  l4^. 

(See  Table  2.) 

A l4^  rate  oY  inflation  in  SVN  would  be  quite  acceptable  for  CY  67 
considering  the  much  higher  rates  that  have  prevailed  recently,  Kjwever, 
particular  shortages  (e.g.,  the  recent  rice  crisis)  can  cause  the  price 
of  certain  commodities  to  rise,  and  once  prices  have  gone  up  they  never 
fall  back  conpletely  to  their  old  levels.  Also,  several  political  periods 
of  uneasiness  (e.g.,  elections)  this  year  could  influence  prices.  Thus 
an  Inflation  of  20  to  25?6  is  likely. 

There  is  still  one  large  unknown  factor  which  may  alter  the  long  nin 
projections  substantially.  C0I'5JK'!ACV  has  asked  for  additional  forces  by 
the  end  of  CY  68. 

No  troop  buildup  is  likely  to  disrupt  the  stabilization  effort  this 
year.  Not  many  of  them  will  reach  3VII  in  CY  67.  Roughly  PI  billion  will 
"buy”  15,000  troops  per  year  or  30,000  troops  for  6 months,  sc  the  CY  6? 
gap  would  probably  not  be  increased  by  more  than  PI  f'r  P2  billion. 

But  the  long  run  implications  of  a lai-ge  number  of  troops  is  mote 
severe.  Each  100,000  troops  would  cost  more  than  P6.5  billion  per  ye». 
While  there  are  no  gap  projections  beyond  CY  67,  economic  stabilization 
is  not  likely  to  get  much  easier. 

Piasters  spent  for  US  troops  are  piasters  that  cannot  be  spent  for 
other  purposes.  The  contribution  to  the  military  effort  of  these  additional 
troops  must  be  weighed  against  the  contribution  to  the  political  effort 
of  such  actions  os  raising  GVlf  salaries  and  to  the  military  effort  of 
RVNAF  salary  increases. 
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TABLE  2 
CY  67  CAP 

16  March  Embassy  Estimate 
(in  P billions) 


Monetary  Injection 


GVN  MUitary 

P 44.8 

GVN  Civfl 

33.0 

US  Military 

44.5 

US  CivU 

8.0 

Non>US  Piaster  Purchases 

3.3 

Exports 

2.0 

Credit  Expansion 

1.0 

Subsidies 

9.0 

Total 

PUS.  6 

OSD  Est. 
Possible  Gap 
P 45.7 

33.0 
36.4 

10.0 
3.3 
2.0 
0 

4.0 

P134,4 


Monetary  Withdrawals 

GVN  Imports 

P 31.8 

CIP  Imports 

18.9 

Food  for  Peace 

13.6 

Special  Rice  Imports 

Customs,  Austerity  a.*.d 

8.1 

Perequation  Revenues 

19.6 

Domestic  Revenues 

26.0 

Invisibles 

10.6 

ToUl 

P128.6 

GAP 

P 17.0 

P 31»8 
16.9 
13.6 
8.1 


19.6 

a6.0 

10.6 

P128.6 


P 5.8 


M»y  15,  1967 
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TABLE  3 


POSSIBLE  CY  67  MONEY  SUPPLY  INCREASES  AND 
PRICE  RISES 


CY  67  Gap 

% Cliange  ^ 

in  Money  Supply  — 

% Change 
in  Prices 

10 

15.8 

19.0 

15 

23.7 

28.  i 

17 

26.8 

32.2 

20 

31.5 

37.8 

25 

39.4 

47.3 

30 

47.3 

56.8 

JL/  Changes  as  a percent  of  the  end  of  CY  66  money 
supply  net  of  MACV  balances. 

Z/ 


2/  Ba«ed  on  estimate  that  price  rises  «'iU  exceed 
money  supply  increases  by  a ratio  of  1.2  to  1. 
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table  4 


DOD  PIASTER  SPE^'I>T^:Cf  CY  67 


1st  Q. 

2nd  Q. 

Personal  Spending 

Per  man  per  month 
Piasters  (billions) 

$24 

P 3.5 

$24 

P 3.7 

OtcM  Spending 

Per  man  per  month 
Piasters  (billions) 

$43 

P 4.2 

$43 

P 4.5 

Construction  Spending 

WIP  per  month  (miiliona)$40 
Piasters  (biUions)  p 1. 1 

$40 

P 1.1 

Total  Piasters  (billions) 

P 8.8 

P 9.3 

CY  67  Tot»I;  P36. 4 biUinn 
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IHFIAIION  IN  SOUTH  VIEm?-l 
Price  greads 


Becent  price  trettds  in  SVN  are  given  in  Table  1.  Since  the 
last  SecDef  trip  to  Saigon  (October)  prices  have  risen  32  percent. 
Since  January  1,  196? « they  have  risen  24  percent  or  nearly  9 per- 
cent per  month. 

A large  part  of  the  increase  in  the  price  index  since  the 
beginning  of  0!^7»  however,  has  been  caused  by  an  increase  in  the 
price  of  rice  which  is  independently  determined  by  Izoport  policy 
(see  Table  1).  Tenrporarily  low  stoci^iles  of  rice  set  off  panic 
buying  %>hich  drove  rice  prices  frca  P1700  per  kilo  on  January  1 
to  a hi^  of  P3900  per  kilo  in  March.  Presently  the  price  of  rice 
is  F2650  per  kilo. 

A paxtinxlarly  sharp  price  rise  of  8^6  occurred  in  May  after 
three  months  of  price  stability  (see  Table  1).  Ihe  factors  behind 
it  are  as  yet  not  entirely  clear— the  rise  occurred  in  both  the 
index  with  rice  and  without.  A partiad  eiqplanation  is  seasonalily. 
Ihe  historical  pattern  shows  prices  rising  significantly  at  the 
beginning  of  the  year  due  to  Tet,  leveling  off  until  late  spring 
and  early  summer  when  the  rice  hervest  has  been  sold.,  then  rising 
throughout  the  rainy  season. 

Prices  and  Ifoney  Supply 

Excluding  shortages  such  as  rice,  pric^  increases  derive  from 
incr  .ss  in  the  money  supply.  Increases  in  the  money  si^ly  will 
bring  iiomportionate  increases  in  prices  if  all  else  remains  equal. 

In  SVN  increases  in  prices  have  been  less  than  increases  in 
the  money  8\tpply  until  about  mid-196^  (see  Table  2).  In  CY66, 
while  the  wsD/t;/  svqply  increased  -0.7  percent,  prices  increased 
60  percent. 

This  disturbing  trfnd  has  ccnxinued  in  CT67.  Between  January  1 
and  Ms/  13  the  price  index  vithcut  rtce  rose  10  percent  (228  to  232} 
while  the  aoney  s\qn>^  increased  caiy^  percent  (P63.4  billion  to 
P69.O  biUion). 
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Currently  then,  price  increases  are  exceeding  money  supply 
increases  by  a ratio  of  roughly  1.5  to  1.  Me  are  here  faced  with 
a potentiedly  very  dangerous  situation.  Disproportionate  price 
increases  most  often  result  fron  a loss  of  confidence  in  the 
currency.  This  loss  of  confidence,  due  to  previous  inflation  or 
political-military  factors,  causes  people  to  shift  from  holding 
money  to  holding  goods.  People  are  willing  to  pay  higher  prices 
for  goods  which  they  expect  will  cost  even  more  in  the  near  future. 
To  quote  from  the  Joint  Enbassy-USAID  May  1967  Spring  Stabilization 
Review: 

"It  is  es^hasized  that  the  damage  inflicted  by 
inflation  is  partly  a function  of  the  length  of  time 
it  continues.  We  have  had  more  than  two  years  of 
more  or  less  continuous  inflation  and  we  face  a third. 
Inflation  control  will  be  more  important  during  the 
next  year  than  ever,  and  our  ability  to  cope  with  the 
problem  will  be  severely  tested. " 

Money  Supply  Increases  CY  67 

Table  3 shows  the  t^irget  figures  and  latest  projections  for 
the  CY67  gap  (increase  in  money  supply).  At  the  time  of  the  last 
SecDef  trip  to  Saigon  targets  were  being  set  which  would  peimit  a 
0167  gap  of  PIO  billion— a gap  which,  it  was  thought,  would  pro- 
duce a "tolerable"  degree  of  inflation.  At  that  time  USAID/OCO 
was  given  a target  of  PIO  billion.  SecDef  agreed  to  a DOD  target 
of  P42  billion,  and  the  target  for  all  other  agencies  was  set  at 
P6  billion. 

The  latest  Mission  estimate  of  the  CY67  gap  is  given  in  the 
second  column  of  Table  3«  The  gap  is  now  estixaated  to  reach  -P26.4 
billion  in  0167.  While  the  numbers  in  the  latest  Mission  estimate 
may  not  all  be  correct,  it  is  quite  clear  that  we  are  now  talking 
about  a gap  of  an  entirely  different  order  of  magnitude. 

As  can  be  seen  in  Table  3 the  two  principal  reasons  for  the 
gap  increase  are  (1)  a lower  estimate  of  imports  and  (2)  an  increase 
in  GVN  eiqpenditures  (principally  for  fertilizer  and  rice  subsidies)* 


The  U.S.  Military  contribution  to  reducing  piaster  e:qpenditure 
has  been  exemplary.  CISC?AC/CC(•{US^:ACV  have  reduce  piaster  spending 
significantly  and  have  stayed  within  the  quarterly  ceilings  estab- 
lished by  SecDef. 
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In  fact,  DoD  piaster  spending  will  be  even  further  below  the 
P42  billion  target  than  estiaiated  in  Cable  3.  Rather  than  P39»8 
billion  DcjD  piaster  spending  in  CIo?  could  be  held  to  P35.2  billion. 

See  Tab  C.  This  would  reduce  the  gap  by  p4.6  billion. 

The  best  estimate  of  the  CY67  gap  is  then  P21,8  billion.  At 
the  current  ratio  of  increases  in  prices  to  increases  in  money 
supply  of  1.5  to  1,  this  would  mean  an  inflation  of  51  percent  in 
CY67.  But  it  may  be  worse.  As  the  elections  approach  GVN  e^qpendi- 
tures  may  increase  still  further  and  the  political  uneasiness  of 
the  elections  cociblned  with  rising  prices  may  push  the  1.5  to  1 
ratio  even  higher. 

Furthermore,  the  P21.8  billion  gap  is  unevenly  distributed, 
throughout  the  year  and  at  the  end  of  CY67  will  be  running  at  ar  annual 
rato  of  P30  billion.  The  Inflationary  pressures  at  the  end  of  the 
year  will,  be  very  strong. 

Whether  or  cot  we.  are  on  the  verge  of  a runaway  inflation  in 
SVN  as  occurred  in  Korea,'  it  sdems  that  SVN  has  acquired  an  infla* 
tionary  psychology.  Price  increases  are  exceeding  money  supply 
increases  and  in  the  political  uncertainties  of  a multi-election 
year  this  ratio  may  increase.  Under  such  circumstances  a 1^0 
billion  to  P25  billion  gap  is  ;)ust  too  large. 

More  U.  S.  Troops 

No  proposed  troop  increase  is  lihely  to  affect  piaster  spend- 
ing much  in  CI67.  Not  many  of  the  additional  troops  will  reach  SVN 
this  year.  Roughly  PI  billion  will  'buy”  15,000  troops  per  year  or 
30,000  troops  for  six  months,  so  the  CI67  gap  would  probably  not  be 
Increased  by  more  than  PI  to  P2  billion. 

But  the  long  run  implications  of  the  proposed  additions  to 
Program  #4  are  much  more  serious.  7ne  yearly  ”cost"  Qf  .w  additional 
85  thousand  troops  is  P5.7  billion.  An  additional  200  thousand 
win  "co8t"P13.4  billion. 

In  CI6''  economic  stabilization  is  not  lihely  to  be  any  easier. 
Extending  the  gap  projections  from  the  end  of  CY67  into  Clro  gives 
a preliminary  gap  estimate  for  0168  of  P31.6  billion.  With  the 
additional  troops,  the  projected  CI68  gap  would  be  Increased  to 
P37.3  billion  or  to  P45.0  billion.  Addition  to  Program  #4  will  increase 
increase  an  inflationary  presrore  which  is  already  too  high.  r 
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Piaster  Creation 

GW 

Civil 

Military 

Subsidies 

U.S. 

Civil 

'Military 

Invisible  Earnings 
Exports  * . 

Sotal 


isorptxon 


lisports 

GW 


Revenues 
Equalization 
Custooss  & Austerity 
Bociestic  Revenues 
Ferequatlon  Tax 
Subtotal 

Invisibles 

Total 


9/- 


CY67 

Targets 


148.0 


”453 
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CI67 

Latest  Projection 


152.1 


3.7 

'.0.0 

23.0 

7.0 
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Inflation,  '.Cages  and  Incentives 

In  spite  of  controls  on  piaster  spending,  a piaster  absorbing 
import  program,  etc..  United  States  .activities  in  Vietnam  have 
caused  high  rates  of  inflation.  Prior  to  the  U.  S.  buildup,  from 
June  1961  to  June  1^5,  SV?T  consumer  prices  rose  only  25??.  Since 
June  19o5>  the  price  level  has  risen  190/??  an'l  is  now  rough].y 
three  times  its  earlier  level.  This  year  price  increases  through 
September  have  been  33^,  or  at  an  annual  rate  of  44??.  Price 
increases  in  CY  68  are  expected  to  be  as  high  - perhaps  50?5. 

Not  all  wage  rates  have  kdpt  pace  with  this  rate  of  inflation. 
Prior  to  June  1965,  no  groiq)  was  badly  hurt.  From  June  196l,to 
June  1965  GVZT  incomes,  private  sector  incomes,  and  the  price  level 
rose  about  equally  rapidly  (see  Table  l).  But  betvreen  June  19^5 
and  December  1966,  while  prices  increased  105^  and  private  sector 
incomes  increased  97?o  - 99?^,  GVN  incomes  increased  only  20^  - 30?^. 

As  a result,  relative  to  the  private  sector,  GVN  incomes  fell  to 
between  53?^  and  66?^  of  their  1961  level. 

This  decline  in  the  income  of  GVN  employees  is  reflected  in 
the  decline  of  their  purchasing  power.  Prom  January  I565  to 
June  1967,  the  real  purchasing  power  of  most  GVN  incomes,  botn 
civil  and  military,  fell  47^  to  5*^^  in  spite  of  GVN  pay  raises, 
ranging  from  30?S  to  51^  (see  Table  2).  The  result  has  been  a steady 
decline  in  the  ability  of  the  GVN  civil  service  and  military  to 
maintain  their  past  standards  of  living  on  their  government  incomes. 
Among  some,  the  PP  (?32,400  per  annum)  and  provincial  civil  ser- 
vants (P30,000  per  annua),  income  is  so  low  that  physical  energy 
and  mental  alertness  nay  be  reduced  by  lack  of  adequate  diet, 
clothing  and  shelter. 

Furthermore,  the  clearly  inadequate  GVIJ  pay  increase*"  nave, 
since  November  196*^,  favored  the  lower  level  employees  with  higher 
percentage  increases  (see  Table  2).  Thus,  the  greatest  declines 
in  income  have  fallen  to  the  key  leadership  groups  within  the  GVN, 

In  March  1965,  a Colonel  or  i®per  level  (Grade  - B)  civil  servant 
earned  roughJy  the  same  annual  income  - P156,000  (see  Table  3). 

By  March  19^7,  their  annual  pay  had  risen  to  Pl87,000,  However, 
the  pay  of  other  groups  rose  more  and  in  1967  the  pay  of  a Colonel 
and  Grade  B civil  servant  was  less  than  a secretary*s  (P221,220) 
or  a draftsmen's  (P224,86o).  and  vzas  only  slightly  greater  than 
that  of  a cashier  (P172,705),  or  an  accounting  assistant  (Pl64,902|). 

The  effects  on  GVIT  performance  of  these  clianges  in  the  income 
distribution  have  nou  been  measured.  However,  the  relative  decline 
in  GVN  income  is  so  striking  that  effects  on  GVN  employees' 
ability,  honesty,  and  devotion  to  their  work  seem  likely. 
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With  incomes  approximatel 
the  GVN*s  appeal  to  able  and  i 
limited.  Many  GVIT  omp-lcyess 
If  confined  to  off  duty  hcv2-3, 
supplement  GVW  eirgloyees*  incc; 
tiveness  on  GWI  v/ork,  Vnfortu 
GVN  working  hours. 


' half  of  private  sector  incomes, 
•iustriou?  new  erplnyocs  is  severely 
.conlighf  in  the  private  sector, 
“moonlighting"  might  usefully 
■e  while  not  reducing. their  effec- 
ately,  much  of  it  is  dons  dviring 


In  addition,  the  present  ••.•age  differential  gives  GVIJ  en^loyees 
a real  rationale  for  increasing  their  incomes  through  petty 
thievery,  bribe-taking,  end  general  corruption,  Wnile  it  is  not 
cxeeu:  that  such  "income  s'upplements"  would  disappear  if  GVlf  pay 
were  increased,  corrtrotion  cannot  be  effectively  attacked  xinless 
the  economic  need  for  if  is  lessened. 

SVN’s  inflation  has  i-eduosd  GVir  incomes  and  related  \.ncen- 
tives.  To  maintain  or  raise  these  incomes,  a number  of  etl-tema- 
tive  combinations  of  GVII  pay  structiire  r.‘  lorms,  pay  increases, 
and  pay  in-kind  are  possible.  GVIf  income  maintenance  should,  be 
a key  objective  of  U.  3.  economic  policy  in  Vietnam. 
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TABI^  1 

COM?i!«ISOI:  0?  GW  AI®  PKIVATE  SECIOP.  IHCOIffi  CHAJ-^3ES 
(June  ISJol  Level  = ICO) 


June 

June 

Jun  6l-Jun  65 

Dec  / 

1966  3' 

Jun  65-Dec  66 

1961 

1965 

^ Change 

i)  Change 

Skilled  Employees* 

Incomes 

1.  avu^ 

, ICO 

S/  100 

no 

+103(  ■ 

132 

+2056 

2.  Private  Sector 

123 

+23 

245 

+99 

(1)  as  ^ of  (2) 

1.00 

.89 

.53 

IfoskiUed  Employees’ 

Incomes 

3.  GvrrV 

88 

123 

+23^ 

160 

+30^ 

h.  Private  Sector 

123 

+23 

242 

+97 

(3)  as  ^ of  (4) 

SVH  Consumer  Price 
Index  ^ 

1.00 

1.00 

.66 

100 

125 

256 

+105^S 

ft/  Since  I-Srih  1967»  the  average  GVN  en©loyee  has  received  a 
"rice  "bonus”  pay  increase  of  15^»  Private  sector  wage 
increases  since  December  1966  are  not  known.  The  increase 
nay  have  been  about  equal  to  price  increases  - 30^S  to  35^  - 
and  greater  than  the  GVIf's  increase  of  15^6. 

^ Civil  servant  incomes  of  High  Gi^e  B (for  skilled)  and  High 
Grade  C (for  unskilled)  were  used.  Though  income  increases  vary 
widely  by  r«uik  and  family  size,  the  increases  shown  are  typical 
both  of  the  civil  service  and  ARVU  employees. 

c/  national  Institute  of  Statistics  (GVN)  estimates  of  average 
daily  wages  used  for  the  period  frwn  June  .196I  - December  1966, 

^ Consumer  price  index  including  rent  for  lower  class  families 
was  used.  It  is  compiled  by  the  NIS  (gVH). 
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7r=*“  P, 


ffiaste-rs) 


Private 

C?l,  1 

M/Sgt  1 

1st  Lt. 

Colonel 

Jan 

65 

P38,988 

p65,576 

p89,854 

P100,386. 

P162,085 

Jun 

65 

38,983 

65,376 

89,854 

100,386 

J.62,085 

Dec 

65 

38,988 

65,876 

89,854 

100,386 

162,085 

Jun 

66 

50,684 

82,345 

112,318 

125,482 

194,502 

Dec 

66 

■ 50,684 

82,345 

112,318 

125,482 

194,502 

Jun 

67 

58,844 

94,335 

128,638 

134,362 

210,302 

i 

Increase  51^ 

435b 

4355 

34^ 

30^ 

RE^  IKOCS-IS  INCLlDIira  PAY  IIICRlSASES  ^ 
(Constant  Hove~ber  1964  Piasters) 


Private 

dpi.  1 

M/Sgt  1 

1st  Lt. 

Colonel 

Jan 

65 

P38,360 

p64,815 

p88,407 

P98,769 

P159,475 

Jun 

65 

35,537 

60,375 

81,901 

91,502 

i47,740 

Dec 

65 

27,396 

46,291 

63,1.40 

70,541 

113,897 

Jun 

66 

26,650 

43,297 

59,057 

65,978 

107,054 

Dec 

66 

21,190 

34,423 

U6,9oO 

52,464 

81,321 

Jun 

67 

20,619 

33,072 

45,075 

47,080 

73,689 

Decrease  -47^ 

-495S 

-5016 

-53?5 

.54^ 

^ Includes  base  pay,  feaily  allov/ance,  rice  bonus,  and  Zone.H 
cost-of-living  adj'ustnier-t, 

^ Real  income  is  defined  as  r-oney  income  restated  in  constant 
pxirchasing  povrer  units,  Lo^rer  class  cost-of-living  index 
without  rent  conrpiled  by  the  GVN  (lUS)  was  used.  Index 
with  rent  is  not  available  on  a current  basis, 

c/  Because  closely  sirsilar  pay  increases  have  been  granted  to 
most  gVIT  civil  and  military  er^loyees,  the  ARVIJf  incomes  and 
their  changes  are  broadly  representative. 
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TABLE  3 

TOTAL  PAY  OF  ARW  Al©  SELECTED  CIVILIAiiS 
(piasters) 


6i 


Mar  66 


Ifer  67 


(jW  Luployees 


Colonel 
Grade  B Ci’/il 
Serveint 


P156,540 


155,160 


P156,54o 

155,160 


P187,8Lp 


186,1^2 


Private  Sector  Esiployees 


Cashier 

Accounting  Assistant 
Eng.  DraftSRian 
Secreteiry 
Interpreter 


108,108 

98,956 

93,704 

126,  aso 

U3,6i6 


137,696 

113,620 

109,720 

153,192 

123,656 


172,705 

164,904 

224,860 

221,220 

175,923 


a7  GVK  pay  includes  cost-of-living  and  family  allowances 
(Zone  II)  for  soldier  ^d.th  3»7  dependents. _ 


Private  sector  incomes  confuted  ; rom  MACV  wage  surveys 
of  these  dates.  They  include  computable  fringe  benefits 
and  allowances  but  not  overtime  or  pay-in-kind.  It  >ras 
assumed  for  coa^peirability  that  each  worker  had  3*7 
dependents  - the  aversige  number  of  dependents  of  an 
ARVIT  Colonel. 


c/  Data  on  private  sector  income  changes  since  March  1967 
is  not  available. 
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SUbSmi  OF  IHFLATIOS  JH  RVH  DVRIHG  CY  2367 

Hi^Ughts  of  CY  67 


fjr 


1.  The  kli»  chanfie  in  the  price  level  in  CY  67  was  significantly 

lower  than  either  the  53%  change  in  CY  65  or  5S%  change  in  CY  66. 

2.  Accounting  for  these  favorable  developments  has  been: 

a.  Decrease  in  the  gao  between  injections  and  absorptions  from 
P20.1  billion  in  CY  66  to  P17.5  billion  in  CY  67. 

b.  Increased  absorptive  power  of  imports  brought  about  by  the 
devalued  plaster  > twice  as  great  eis  CY  66  (P83.U  billion  in 
CY  67  to  pin  billion  in  CY  66). 

c.  No  decline  in  the  supply  of  domestically-produced  goods. 
Industrial  production  rose  in  CY  67.  Agriculture  output 
remained  fairly  constant  despite  g^ns  in  vegetables /pork 
and  fish. 

d.  The  success  of  MACV  in  staying  within  its  piaster  spending 
ceilings. 

3.  The  GVN  is  still  doing  little  to  control  inflation.  This  failure 

was  conspicuous  in  three  areas: 

a.  Budgetary  tax  proceeds  rose  only  sli^itly  more  than  the  rate 
of  price  inflation  (53^  to  kl%). 

b.  GVN  spending  exceeded  its  established  ceilings  by  over  l4^. 

c.  The  GVN  didn't  raise  the  incomes  of  its  civil  servants  and 
the  military  as  rapidly  as  inflation.  The  real  incomes  of 
key  employees  fell  to  5C^. 

4.  Foreign  exchange  end  gold  markets  have  been  stable  > with  the 

piaster  appreciating  in  terms  of  the  dollar  and  gold. 


Introduction 

In  comparison  to  other  great  wartime  inflation;. , .iVN's  inflation  in 
SVN  has  not  been  especially  severe,  as  Table  1 shows.  SVN's  price  level 
has  increased  a little  over  3-f'old  since  1964.  China  experienced  a 
2,000-fold  increase  in  prices  during  its  civil  war  and  the  Japanese 
invasion,  1937-45.  Korea,  similar  to  SVN  in  that  its  territory  was 
partially  occupied,  it  employed"  ho  wage  and  price  controls',  and  it  received 
substantial  U.  S.  aid,  experienced  a 25-fold  increase  in  prices  in  the 
war  period  1950-53* 


33 

CONHDENTMI 


83 


CONFIDENTIAL 


TABIE  1 

COMPAJRISON  OP  WAR  IHFIATIOKS 


sJ 

i/ 

c/ 

sJ 

China 

Korea 

South  Vietnam 

South  Vietnam 

Price 

Price 

Price 

Price 

Year 

Index 

Year 

Index 

Year 

Index 

Year 

Index 

1937 

1.00 

1947 

1.00 

i960 

1.00 

1949 

1.00 

1938 

1.22 

1948 

1.68 

1961 

1.06 

1950 

1.09 

1939 

2.43 

1949 

1.51 

1962 

1.09 

1951 

1.18 

1940 

9.22 

1950 

3.19 

1963 

1.17 

1952 

1.38 

19‘H 

12.33 

1991 

24.92 

1964 

1.21 

1953 

1.79 

1942 

41.80 

1992 

60.91 

1969 

1.40 

1954 

2.10 

1943 

144.00 

1953 

79.48 

1966 

2.98 

1959 

2.30 

1944 

478.CO 

•1967 

3.93 

1949 

1,919.00 

A.Young, 

Harvard  University 

1965. 


Pr«8a» 


y L.  Aspla,  Vow*  wna  Vlgtni>««  ytt^nnearAK  Cntpitrl unnit ^ QASD(SA.), 

January  i967« 

c/  National  Institute  of  Statl8tiC8>  Saigon  1967* 

Nevertheless  > Inflation  in  South  Vietnam  continues  to  exceed  a rate 
consistent  with  a successful  stabilization  program  (see  Table  2).  However 
the  1^1%  price  rise  in  CY  67  vas  an  iaprovement  over  the  99$  increase  in 
CY  66  and  the  95$  increase  in  CY  69 • 
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TAEIE  2 

COMPAHATIVE  PRICE  INFIATIO:;  3?  i:32X  A!iD  MAJOR  COMPONSIfTS 


USAID,  CY  67 

CY  65  CY  66  IsF‘''Hd‘'35d4tS  1st  2ad 

USAID  ams'  a/b/  USAID  HIS  Half  Half  Year 


General 

Index  +44^  +55% 

Pood  Sub 

Index  51  72 

Soa-Pood 

Index  30  29 


+5616  +5^  2016  3$  1516  -.316  24i6  l4i6  4ll6 

60  6l  27  17  4 -3  50  1 51 


a/  Bciennce  points  for  USAID  index  percentage  change  are.  January  1»  1965* 
January  3>  1966»  and  January  3*  1967.  For  the  NIS  Index,  vhlch  is 
published  Bonthly,  the  CY  changes  are  calculated  froa  index  nusd^rs  for 
January  1965*  1966,  and  1967. 

The  ms  index  used  is  the  lower  Incoce  index  without  rent, 
is  of  Stablization  Efforts 


Inflationary  pressure  was  reduced  by  a saaller  ’’gap"  between  nonetary 
eiqpenditures  and  absorptions  in  CY  67  than  in  CY  66,  as  Table  3 shows.  The 
currency  devaluation  of  June  I966  and  the  iaposition  of  piaster  spending 
ceilings  are  the  key  to  this  result  and  to  the  entire  stablisation  effort. 
Table  3 reveals  that  the  piaster  absorbing  powers  of  inq^orts  rose  froa 
P41.0  billion  in  CY  66  to  P83.4  billion  in  CY  67»  largely  because  of 
devaluation. 

TABIS  3 

lOBETARY  HUECTIOHS  KB  A3S(»P£I0B8,  1966-67 
(P  Billion) 


OVH  fiqpenditures 
U.  S.  Eiqpenditures 
Expcnts  (including  invisibles) 
Changes  in  Dcnastic  Credit 
Total  Injectioos 


GVH  Revenue 

laqports  (including  invisibles) 

Changes  in  Tiae  DepMits  & Oosesrcial 
Bank  Capitalization 
Total  Absorxitlons 

Ket  Gffip 


m. 

P61.1 

tQ5,6 

34.0 

54.7 

8.0 

11.2 

4.4 

P307?? 

38.0 

49.3 

4l.G 

83.4 

P20.1 


ma 


m 


■ 


U 


GONFIDENTUU. 


Table  U reviews  the  degree  of  success  in  conforming  with  piaster 
spending  ceilings.  The  planned  "gap"  was  FIO.O  billion.  The  gap  is  now 
estimated  to  be  P17.5  billion.  Hence,  the  actual  Inflationary  pressure 
was  greater  than  that  planned.  This  P7.^  billion  deterioration  is  due  to 
the  failure  of  the  GVN  and  the  U.  S.  civil  spending  prograaw  to  stay  within 
ceilings.  The  GVN  exceeded  their- ceilings  lk%  and  U.  S.  civil  spending 
by  11^.  On  the  other  hand,  KACV  kept  well  within  its  ceilings. 

TABLE  4 

a/ 

CEILINGS  VS.  ACTUAL  MONETARY  INJECTIONS  AND  ABSOBPFIONS 

FOR  CY  1967 
(P  Billion) 


GVN 

U.S. 

Civil 

Military 

Eaqports 

OoBIBOdity 

Invisibles 

Changes  in  Domestic  Credit 


Total  Injections 


Iiqports 

Inirisible  Outlays 
Revenues 

Changes  in  Boport  Margin  Deposits 
Changes  in  Time  & Savings  Deposits 
Changes  in  Bank  Capitalization 

Total  Absorptions 

Nat  Gap 


Cellinas 

Actual 

P75.0 

P85.6 

16.0  . 

17.7 

42.0 

37.0 

. 2.0 

2.4 

13.0 

8.8 

m 

-M 

P148.0 

P153.4 

/ 

Estimated 

Actual 

P06.O 

P71.6 

10.0 

11.8 

42.0 

49.3 

m 

-1.3 

- 

3.3 

1.2 

P138.0 


31:1 


Source z 


and  Pall  Stabilization  Review. 


^ ^ed  upon  first  half  and  projected  second  half  data. 

Successful  stabilization  also  depends  on  a tax  program.  Table  3 
shows  that  total  tax  revenue  in  CY  67  rose  about  30%  over  CY  66,  less 
than  the  rate  of  iziflation.  However,  total  budgetary  revenue  (including 
domestic,  miscellaneous,  end  customs  sources)  rose  about  124.3  billion 
to  P37.3  billion,  or  53?t.  The  extra-budgrtary  revenue  (tron  perequation, 
equalization,  lottery,  and  economic  consolidation  sources)  declined  from 
PI3.7  billion  in  CY  66  to  P12.0  billion  in  CY  67.  Thus,ihUe  the  real 
purchasing  power  of  the  total  tax  revenue  in  CY  67  was  less  than  that  of 
CY  66,  the  G^  is  making  an  effort  to  increase  tax  yields  frcm  more  tradi* 
tional  sources  to  offset  the  decline  from  extra-budgetary  sources. 
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Of  further  importance  to  the  s*cees3  of  the  stabilization  effort  was 
the  increase  in  the  supply  of  dcmes'lcally-prcduced  goods.  Table  5 shows 
that  over-all  industrial  prcducticr.  increased  during  CY  67.  The  prOtiected 
index  for  CY  6?  stands  at  191  ccapored  "c  171  in  CY  66  and  158  in  CY  65. 
However,  much  of  this  rise  in  the  general  industrial  Index  was  in  the  areas 
of  tobacco,  beverages,  and  plastic  articles  production. 


IIIDEX  OF  irOYSIFJiAL  PHODUCi'ION 
(1962  » ICO) 


1965 

1st 

gtr 

196 

2nd 

6 

3rd 

Tlth" 

Otr 

Year 

IsF' 

9^ 

...  i?67 

2nd  Half-Year 
Otr  Average 

General  Ind«c 

158 

174 

iSl 

163 

165 

171 

180 

202 

191 

Mfg.  Industry 

160 

178 

184 

164 

166 

173 

183 

204 

194 

Foodstuffs 

106 

123 

113 

108 

116 

115 

112 

l4l 

127 

Beverages 

182 

214 

217 

173 

154 

189 

212 

233 

223 

Tobacco 

lh8 

i56 

161 

151 

217 

171 

209 

197 

203 

Textiles 

162 

148 

169 

182 

180 

170 

147 

156 

152 

Clothliig 

93 

102 

149 

128 

129 

127  . 

130 

162 

146 

Paper 

Ike 

166 

163 

284 

264 

219 

107 

144 

126 

Rubber  Products 

Xk3 

123 

133 

132 

123 

128 

114 

122 

118 

Plastic  Articles 

358 

360 

482 

448 

491 

445 

494 

604 

539 

Electricity 

168 

158 

174 

179 

184 

*174 

177 

202 

190 

aj  Source:  National  Institute  of  Statistics/USAH)  Annual  Statistical 
Bulletin  HO.  10. 

In  agriculture,  over-all  output  remained  fairly  constant  despite 
increases  in  the  production  of  vegetables,  port  and  fish,  as  shown  in 
Table  6. 
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!IABLB  6 

SUMMARY  OF  AGRICOLTURAL  mODUCTLOS^ 

1965-1967 


1S66 

1967^ 

Agricultural  Crops 

Faddyrice  (oil  met  tons) 

Manioc  (th  tons) 

Sweet  Potatoes  (th  tons) 

Sugarcane  (ail  tons) 

Peanuts  (th  tons) 

Rubber  (th  tona) 

Tea  (th  tons)  . 

Vegetables  (th  tjn«i)n/ 

4.8 

236 

278 

1.1 

33 

61 

6 

133 

4.3 

280 

246 

1.0 

■34 

49 

5 

144 

4.3 

280 

246 

1.0 
34  . . 
44c/ 

4 

158 

Aniaal  Products 

Pork  (Controlled  Slaughtering* 
th  head) 

Pish 

1,249 

375 

1,093 

381 

Iiad>er  Production  (th  a) 

318. 

263 

^ Source:  National  Institute  of  Statistics. 

^ Approximate  data  for  CY  67. 

e/  Based  on  first  seven  aontbs  output  in  1967. 

^ Provided  by  the  Directorate  of  Agricultural  Affairs. 

^ Sxtzupolated  frca  eight  aonths  slaughtering  in  I967,. 

^ Sstiaated  by  USAID  in  Agricultural  Budget  revest  for  CY  69^ 


i 

i 


Rice  Increases  by  Sector 

The  greatest  percentage  increase  in  prices  in  1967  (as  in  1965*'66)  in  the 
food  sector.  Over  60$  of  the  price  increase  in  CY  67  can  be  accounted  for  by  | • 

food  price  increases^,  particularly  protein  foods.  I j 
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PERCENT  OF  THE  USAID  AID  NTS  GENERAL  INDEX  CHANGES  DUB  TO 
FOOD,  RICE  AID  FROTEE;  FOOD  GROUP  PRICE  CHANGES 


cy  65 

cy  66 

cy  67 
to  Nov  6 

USAID 

1 HIS 

USAID 

NIS 

USAID 

Food 

76i 

8o?L 

725t 

705L 

Rice 

-1 

8 

23 

25 

15 

Protein 

56 

>*5 

36 

25 

62 

Money  Supply  and  the  Price  Level 


Changes  in  the  soney  st^ply  are  often  tised  as  first  asproxixtatlons  for' 
changes  in  the  price  level.  However,  a 1 to  1 relationship  between  changes 
in  the  price  level  rarely  holla.  During  inflation  the  purchasing  power  of 
money  erodes  and  people  hold  less  of  their  assets  in  cash  foxu.  This  increases 
the  rate  at  which  each  dollar  is  spent  and,  as  a conscience,  the  rate  of 
price  change  can  be  greater  than  the  rate  at  idii-ch  the  money  supply  increases. 

• Table  8 reveals  that  the  1 to  1 relationship  has. not  held  in  RVN.  Nevertheless, 
with  more  work  and  identification  of  key  variables  the  relationship  be 

predictable  allowing  better  prediction  of  price  changes. 


TABI2  8 


COHFABAnVE  CHANG3S  IN  THB  SUPPLZi/ 

AND  FBICS  I£VEW 


cy  67 

cy 

cy 

Ist 

2nd 

3rd 

Mh 

1st 

2Qd 

1^5 

1966 

SSL 

Str 

Qfrr 

Half 

Half 

Year 

Changes 

in 

+5^ 

Price 

Index 

20^ 

316 

-.351 

24^ 

1451 

4llt 

Changes 

in 

Money 

S\)^ly 

74 

37 

7 

4 

36 

11 

U 

14 

27 

^ Honey  sv^ply  defined  as  svd  of  notes  in  circulation  and  private  demand  deposits. 
^ USAID  index  of  Saigon  retail  prices. 


The  Foreign  Exchange  Market 


When  people  expect  inflation,  they  buy  those  items  whose  value  does  not 
suffer  from  the  resulting  currency  depreciation,  including  gold  and  stal^ 
foreign  cuirencies.  Chart  1 shows  bow  quickly  and  how  great  can  be  the 
depreciation  of  the  piaster  relative  to  gold  and  foreign  currencies. 
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piaster  depreciated  sharply  in  CY  65-66  but  recovered  j.u  CY  6?  in  terms 
of  both  gold  and  the  cellar.  ]J  Itoreaver,  relative  stability  character- 
ized these  markets. 


USAID  y ViETMAM 

FR£C  MARKET  OF  GOLD  % OlRREMCy  PRICES 


> Utf  * 


10  enzi 


W llONFC. 


a A « 0 * r M 

cr  1466 


^ * prlM  of  OB  |1  wortt  iS^ 


Saltations  concerning  the  piaster’s  futiare  purchasing  powers  will 
only  influence  the  demand  tor  gold  and  foreign  exchange,  ait  the 
piaster  price  of  these  goods  is  also  determined  by  their  supply. 

Hence,  the  piaster  could  have  appreciated  in  terms  of  gold  and  foreign 
currency  because  the  supply  of  these  goods  increased  relative  to  ai^ 
increase  in  their  demand. 
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Effects  of  Inflation 


Inflation  usually  affects  soce  vages,  prices,  *md  incomes  more  than 
others.  This  alteration  in  the  r'^lative  wage,  price,  income  structure 
need  not  be  harmful.  It  may  promote  the  movement  of  people  and  skills 
from  areas  of  underemployment  or  less  efficient  einployment  to  areas  where 
they  are  used  more  efficiently.  This  can  result  in  a net  increase  in  a 
nation’s  output.  However,  this  alteration  also  can  be  distinctly  harmful. 
Ir..  ividuals  whose  incomes  are  fixed  for  given  time  periods  or  ^Ao  hold. 

assets  in  money  are  hetroed  by  inflation.  This  can  lead  to  attengpts 
to  -'ffset  the  loss  by  acceptance  of  bribes  and  kickbacks.  Widespread 
corruption  in  the  GVN  is  public  knowledge.  The  tetsqptatlon  to  sell  official 
favors  has  been  due  in  part  to  the  decline  in  real  income  of  public  sector 
en^loyees.  Key  es^ljoyees  have  seen  a decline  in  real  income  as  high  as  i|0 
to  $0’.: , In  general.  Inflation  he,*'  redistributed  Income  away  from  the  public 
sector  to  the  private  sector,  and  within  the  private  sector  from  the  nurol 
farmer  to  the  ux">an  worker. 


Inflal  '.oi 


sets  for  Cjf  68  in  SVN 


Given  the  effects  of  the  Tet  offensive,  inflationary  pressures  will 
’ v’  at  least  as  great  in  Cf  68  as  in  CT  67  and  will  probably  be  greater. 
I>."imata8  of  the  rate  of  inflation  range  fron  40>80^  assuming  no  sore 
' • xjps  are  deployed.  Each  100,000  additional  add  at  least  3>  to  the 
vate  of  inflation.  Additional  projections  will  be  made  in  the  March 
SEA  Analysis  Report. 


For  an  extensive  discussion  of  the  subject  in  this  Section,  with 
appropriate  statistical  measures,  see  "Inflation,  Income,  and 
Incentives  in  Vietnam,  Southeast  .\sia  Analysis  Report.  Social 
Supplement:  Selected  Articles'  free 
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CjCAII-SS  III  SOUTH  VIETT-IAf-! 


In  Hov'srr'cer,  ’..'e  put'.ishsd  an  article  pointing  out  that  v;ages 

of  GiTI  emplcyees  and  rd-li^ar;.'  personnel  vrere  lagging  badly  behind 

the  coft  of  living.  This  article  provides  the  results  of  further 

research  on  this  rrcblev., 

” ✓ 

Since  1966,  U.  S.  civil  and  military  agencies  have  increased 
their  wages  (including  overtime  and  upgrading)  at  least  as  rapidly 
as  prices  and  South  Vietnamese  private  sector  wages.  The  wages  of 
GW  civil  sen’’ants  nr;'?  military  have  also  increased  by  30^  - 63^, 
However,  the  increas  . ''  i.'  prices  have  been  much  more  rapid.  By 
June  of  19^5  and  I96?,  the  average  real  wage  of  GVIT  employees  was 
cut  about  ly  iiiflation, 

U,  S,  and  private  sector  ergoloyees  of  all  levels  are  better 
paid,  including  . ....vses,  overtime,  upgrading,  etc,,  than  employees 
of  the  GVK,  either  civil  or  military.  This  differential  is 
increasing. 


U«  S,  Wages 

Since  June  I966,  the  U,  S,  has  increased  its  average  local 
national  wage  including  overtime,  bonuses,  etc.,  by  80^,  Wage 
rate  increases  only  were  the  other  half  of  the  increases  was 
through  overtime,  upgrading,  etc.  Consumer  prices  have  risen  by 
only  685S  over  the  sane  period.  Consequently,  the  U.  S,  Government 
employed  Vietnamese  had  uheir  real  average  wage  increased  by  7^. 


Jon 

66 

Peraianent  w 
Hire  Weiges 
(pAWMonth) 

.=5,992, 

$ Change  Over 
Jun  66 

Cost  of  Living 
Index  1959=100 

234 

^ Cheoge  Ovex' 
Jun  66 

Dec 

66 

6,694' 

11-7% 

294 

25.6^ 

Jun 

67 

3,460 

41.2 

351 

50.0 

Dec 

67 

10,300 

80.2 

393 

68.0 

Temporary  hire  wage  rates  have  not  increased  over  this  period. 
Soxarce:  DOB  Aotiviuies  Cost  Index  Reports,  MACV, 
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U.  3,  i\A3zZ  "C?.  1.17  L.-JOR 
(June  15cc  = lOD) 


Official  Wage  P.ates 

Actual  Take  Home  Pay 

Jun  66 

100 

100 

Dec  66 

in 

112 

Jun  67 

122 

lUl 

Dec  67 

lUl 

180 

a/  The  U.  S.  increase  in  wage  rates  following  the  Locality  Wage 
Survey  is  here  assumed  to  be  The  exact  value  is  not 

known. 


Because  the  U.  S.  Government  has  increased  its  wages  as  rapidly 
as  prices,  it  has  been  able  to  maintain  lovr  or  declining  job  vacancy 
rates,  and  increase  its  labor  force  in  spite  of  genereJ.  labor 
shortages. 


U.  S.  AGEJiCY  Zr-SLOBEirP 


Civil 


MACV  and  the  service  contractors,  the  largest  employers  of  the  U.  S. 
agencies,  appear  to  have  had  a vacancy  rate  of  only  about  in 
spite  of  steady  increases  in  their  work  force. 

Because  of  rapid  increases  ir.  titeir  incomes,  U.  S.  employees, 
(on  the  average),  are  substantially  tetter  paid  than  either  GVN 
civil  serveints  or  the  military. 
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Employment 

Vacancies  (f-) 

Employment 

Vacancies  (%) 

i 1 

Sep  66 

2,440 

67,50s 

4.1^^ 

Dec  66 

2,562 

30.5 

76,446 

15.0 

i 1 

Sep  67 

4,531 

10.5 

83,538 

5.4 

Dec  67 

4,842 

12.0 

90,043 

5.3 

1 ^ 
3 

t ^ 
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A'.^PwVJi'  AI'H'RJMi  V;ACE  - 196? 
(p/H&n/Year) 


•*  <\ 

V • O • 

CA^i  Ci-'/il  Servants 
AR\nj 

wTP 


P101,520  ^ 

64.000  ^ 

69.000 
34,700 

29.000  ^ 


^ June  19c7,  BOD  Aotivlties  Cost  Index  data, 

b/  Derived  from  the  Civil  and  Military  Recapitulation  Budgets  for 
""  1937  by  dividing  total  salary  payments  by  total  manpower. 


These  differences  in  the  average  level  of  U.  S.  and  GVN  wages 
are  not  attributable  to  differences  in  the  quality  of  their  work 
forces.  The  composition  of  the  GVN  civil  work  force  indicates  a 
skill  level  higher  than  that  of  the  U.  S,  work  force  and  yet  the 
U.  S.  work  force  is  paid  about  60^  more  on  the  average. 


Occupation 

Admin  h.  Managers 
Professional, 
Technical  & 
Related 
Clerical 
Skilled  & 
Semi-skilled 
Unskilled 


Total 


GVN  Civil  Service  U,S.  Employment 

Itumber  of  , Percent  of  Number  of  / Percent  of 
Employees  — ' Total  Employees  — ' Total 


Total 


1,294 

1%, 

45 

0^ 

64,033 

29 

8,224 

7 

22,025 

10 

16,866 

13 

105,323 

48 

52,294 

4l 

24,hi9 

12 

49,989 

39 

217,099 

100^ 

127,418 

100^ 

^ GW  statistics,  S;ptc:'ber  1967;  U.S.  statistics,  June  1967, 
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SVIT  Pi’lvate  Sqczoy  Wages 

Wages  in  the  South  Vietnar-ese  priva-:e  sector  appear  to  have 
risen  a little  less  rapidly  then  .'eircr.  prices. 

a/  W 

PRIVATE  AVErAlZ  lAH-I  V^AGES  “ 

(June  1565  = 1-0 ) 


Skilled 

Unskilled 

Prices 

Jun  6;‘. 

ICO 

100 

100 

Dec  65 

121 

117 

130 

Jun  66 

hi 

148 

174 

Dec  66 

199 

197 

218 

^ Saarce:  FStional  Institute  of  S-^etistics  (GVN). 

^ Includes  base  pay,  payments- ic-kind,  and  bonuses,  but  not 
overtime  or  family  allowances.  Ihe  increase  including  over- 
time and  allowances  would  be  greater  than  that  shown  above. 


However,  given  the  Sjampiing  errors  in  both  wage  and  price 
information,  it  is  quite  likely  that  the  real  wages  of  private 
sector  eiQiloyees  have  remained  at  least  constant  rather  than 
decreasing  about  10-^  as  the  data  above  indicate.  However,  in 
either  case,  it  appears  that  average  V.  5.  wages,  including  the 
effects  of  overtime  and  upgrading,  have  risen  relative  to  both 
prices  and  the  wages  paid  to  Vietnam's  private  sector  employees. 
This  general  pattern  is  also  cooiistent  with  the  ability  of  the 
U,  S.  to  increase  its  labor  force  &z  will,  its  low  vacancy  rate, 
and  the  willingness  of  some  Vietnamese  zo  pay  bribes  in  order 
just  to  obtain  a job  with  a U.  3.  contractor  or  agency, 

t 

Detailed  data  on  private  sector  wage  changes  since  December 
1966  do  not  exist;  however,  it  is  reasonable  to  expect  that  these 
>ntges  have -followed  their  consistent  historical  (196I-66)  pattern 
and  continued  to  rise  roughly  as  rapidly  as  prices. 


GVN  Military  and  Civil  Wages 

Since  June  19^5,  individual  civil  servants  in  the  GVN  have 
received  wage  increases  (including  bonuses,  allov;ances,  etc.)  of 
frm  30^  to  68%,  The  salary  of  the  average  civil  servant  has 
increased  by  38^» 
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AIJIIUAL  RHLAl  ?;.V 
(Constant  Piasters) 


Jun  65 
Jim  66 
Jun  67 

Percent  Decrease 

r 

Both  in  real  pay  and  relative  to  private  sector  wages,  the 
GVN  military  has  shared  the  fate  of  “he  civil  service  - large  and 
persistent  cuts  in  income. 

In  addition,  the  increases  in  wage  rate  given  civil  servemts, 
unlike  that  of  U.  S,  employees,  have  not  been  augmented  by  large- 
scale  upgrading  and  overtime.  In  fact,  the  average  total  payments 
per  GVN  civil  servant  have  risen  since  I965  at  ^bout  the  same  rate 
as  the  official  wage  rates. 


Private  1 Colonel 

38,36c  159,475 

26,6=0  107,054 

20,6i?  73,689 

-47-1  -54f, 


1965 

1967 


a/ 

GVN  CIVU.  SERVANT’  WAGES 

(1965  Average  = 100) 


Per  Capita 

Payments  Wage  Rates 


ICC  100 

13s  138 


^ Both  payment  and  wage  estimates  include  basic  salary,  allowances, 
benefits,  and  cost-of-living  adjustment. 


In  contreist  to  the  low  end  declining  job  vacancy  rates 
experienced  by  the  U,  S.,  the  GVN  civil  service  has  had  rather  high 
vacancies. 


CONROENTiAL 


CONFIDENTIAL 


VACAIXIE3  i::  GVII  CIVIL  SERVICE 


Eaployee 

Type 

Cafsar 

Contract 

Daily 

Floating 


Total 


March  196? 


42,375 

3,076 

32,097 

113,351 


132,399 


Vacancy  as 


Einpleyee 

Managers 

Professional 

Clerical 

Skilled 

Unskilled 


Septenfcer  196? 

Vacancy  at,  ^ 
EgplojTnent  of  E.’sploj/nait 


1,294 

64,033 

22,025 

105,323 

24^419 


217,099 


<anpov«r 


Iff  AID/VU. 


The  vacancy  rates  for  OVN  eaplcjment  appear  to  be  two  to  three 
tines  as  large  as  those  of  the  ‘J.  S.  military  services  and  their 
contractors  (the  eeior  V.  S.  en3)loyers  in  Vietnam).  In  contrast, 

U.  S.  civil  agencies  and  their  contractors  have  vacancy  rates  close 
to  those  of  the  GVII  civil  service,  though  their  awuyjnwer  needs  are 
small  by  coc3)«ison. 


Str>acture  of  CVII  <fa 


Althoixgh  GVK  real  inccaes  have  been  lowered  across  the  board 
by  inflation,  the  greatest  decrease  has  been  experienced  by  senior 
militar;'-  officers  and  high  civil  servants.  For  instance,  in 
Inarch  1965,  a Colonel  or  Grade  B civil  servant  earned  roughly  the 
same  income  - P158,400.  Tr.en,  their  pay  level  was  substantially 
greater  than  that  for  private  sector  employees  such  as  a draftsmen 
(P93,704),  cashier  (?103,103),  or  secretary  (P126,880).  By 
March  I967,  the  pay  of  these  key  employees  was  less  then  a U.  S.- 
cmploj'ed  secretary  or  draftsman  and  only  slightly  greater  than  a 
U.  S. -employed  cashier,  accounting  assistant,  or  interpreter. 
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AZrmL  ZGZAL  PAY 
{In  ~i asters) 


Percent 


2'=^  £= 

I'iar  67 

Change 

Colonel  or  Grade  B 
, Civil  Seznrant 

P156,?-0 

F187,84S 

20fi 

U.S.  Cashier 

103,103 

3.72,705 

60 

U.S.  Accounting 
Assistant 

93,955 

164,904 

67 

U.S.  Eng.  Draftsman 

93,7c:* 

224,860 

l4o 

U.S.  Secretary 

126,33-0 

221,220 

74 

U.S.  Interpreter 

113,51c 

175,928 

55 

Since  ^teurch  1967>  the  Colonel  and  the  civil  servants  have 
received  pay  increases  of  about  6^.  Over  the  same  period 
(Mar  67  - Dec  67)  prices  and  private  sector  wages  have  probably 
both  increased  11% 

In  short,  the  middle  and  upper  leadership  have  been  subjected 
to  a large-scale  decrease  in  their  reel  incomes  since  1965*  The 
magnitude  of  this  decrease  is  roughly  50^. 
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!Hffl  ECONO.VJC  SITUATION  IN  VIETOA^-l  FOR  TOE  FIRST  SIX  MONTHS  OF  1968 


Inflation  in  South  Vietnam  continues,  but  at  a rate  well  below  ex- 
pectations. Although  the  money  supply  is  rapidly  increasing,  consumers 
appear  to  be  hoarding  piasters  instead  of  spending  them  (possibly  as  a 
hedge  against  war  damage).  Credit  outstanding  to  private  business  is 
still  well  below  last  year's  level,  suggesting  continued  uncertainty. 

Rice  deliveries  from  the  Delta  to  Saigon  are  at  a ten-year  low  because 
of  depressed  paddy  prices  and  insecure  transportation.  As  long  as  large 
piaster  balances,  remain  in  public  hands,  and  market  supplies  of  goods  con- 
tinue to  decline,  the  potential  for  a sharp  inflation  will  be  present. 


Prices  and  Koney  Supply 

During  the  first  half  of  I968,  the  money  supply  increased  steadily, 
rising  .31^,  while  the  USAID  price  index  for  'Saigon  fluctuated  erratically, 
^ices  increased  significantly  during  the  February  and  May  offensives,  but 
declined  as  security  and  transportation  were  restored.  Overall,  the  rate 
of  inflation  during  the  first  half  of  1968  was  about  17^  less  than  the  rate 
in  the 'same  period  in  1967  (20^  this  "year  versus  2^  ^1967).  This  lower 
rate  occurred' despite  ah  increase  in ‘the  money  supply  at  twice  the  1967  rate. 


USAID  raiCE  IHDS3C.  SAIOOK.  ALL  FfEMS 
(January  1,  1^5  » 100) 


Dec  Jan  Feb 

1967  235"*/  25^  . 255 

1968  305  S/  3^  360 


367 


Percent  Last 
Change  12 

Dec-Jun  Months 

2^3t 

. 20  ITi, 


y December  figure  for  prior  year. 


I40SEY  SUPPLT 
(Billions  of  Piasters) 


Dec  Jan 

1967  5575  */  5971 

1968  82.7  2/  90.7 


a/  December  figure  for 
'y  Preliminary. 

BI  To  June  22. 


Percent 

Last 

Change' 

12 

Feb 

Mar 

Apr  May  Jun  Dec-Jun 

Mouths 

7iT5 

70.0 

71.2^,71.1^/72.8  , 

96.5 

100,3 

101.7  ]2/io8.9  £/io8.4  ®/  31 

49S& 

prior 

year. 

OIASD(SA) 

Economics  & Resource  Artalysis 
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We  still  expect  the  rate  of  inflation  in  the  second  h»Tr  of  I968  to 
be  greater  than  in  the  first  half.  This  is  based  on  a projected  ox>netary 
gap  in  the  second  half  of  1968  of  PS6.9  billion  as  opposed  to  PS1.6 
billion  in  the  first  half.  Ta  addition,  there  has  been  a buildup  of  cash 
balances  in  the  hands  of  the  public^  -as  indicated  by  the  disparity  between 
the  rate  of  growth  in  the  money  supply  and  price  level  changes. 

Tax  Revenue 

Tax  collections  for  the  first  half  of  I968  were  PI5  billion,  3.1*^ 

Biore  than  in  the  first  half  of  I967.  However,  tax  revenue  in  tenas  of  real 
purchasing  power  declined  approximately  26^  from  last  year,  haiqperiog  the 
stabilization  effort.  Revenue  from  direct  taxes  (personal  and  corporate 
income  taxes)  increased  in  real  terms,  primarily  as  a result  of  iaproved 
collections.  However,  revenue  from  all  other  taxes  declined  in  real  terau 
by  31^  because  of  the  depressed  level  of  ecooomic  activily. 

GVH  TAX  HROCBEDS 
(P  Billion)"" 


Jan-Jun  19 


Jan-Jibn  19 


Current 

1967  , 

Current 

^7 

Value 

Value  JS/ 

Value 

Value  i 

Internal  Taxea 

Sxeiae 

P3.1 

12.9 

Pfi.l 

-8.23t 

-32.3lt 

mdirect 

2.5 

2.3 

1.6 

-7.7 

-38 

Registration 

1.5 

1.3 

.9  • 

-16.5 

-Ig) 

Direct 

1.1 

2.1 

1.5 

+94.9 

+36.4 

Bxtemal  Taxes 

Customs 

6.4^ 

4.6 

+1.6 

-27 

Total 

14.5 

15.0 

10.7 

+3-4Tt 

-26.2jt 

BTiotanss  of  I967  prices  (adjusted  torhOf>  inflation  ), 
^>/P9.3  billion  for  Jannary-May  projected  through  June. 

Private  Business 


A pessimistic  outlook  continues  in  the  business  commonity;  credit  out> 
standing  to  the  private  sector  of  the  economy  remained  fairly  constant  over 
the  past'  six  months  at  approximately  19^  below  the  I967  level. 
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CREDIT  OUTSTAtmiNG  TO  ^ PRIVATE  SECTOR 
(P  Billion) 


1967 

1968 


Jan 

31.2 

26.2 


Feb 

32.9 

27.3 


Mar  ^r 
33.2  33:7 
26.8  25.7 


May 

32.6 

26.4 


Jun 

31.8 

25.7 


1/To  Jbne  22. 

Agrieulture 

°^A  deUveries  from  the  Delta  to  Saigon  Indicate 
that  the  flow  of  rice  declined  in  May  after  a partial  recovejy  in  March 
and  April.  Rice  deliveries  in  were  approximately  16-20,000  metric  tons 
coopared  with  23,500  and  22,000  tons  in  March  and  April,  respectively. 
Deliveries  in  the  first  five  months  of  1968' were  about  88,000  tons,  40< 
below  deliveries  during  the  same  period  last  year  and  6056  less  than  the  aver- 
^e-  for;  the  same  period  in  1964-66.  53ie  major  reasons  for  this  decline  seem 
to  be  the  continuing  low  price  of  paddy  in  the  Delta  and  the  greater  risks- 
and  consequently  higher  costs  - of  transporting  it. 

^ program  is  expected  to  be  I5-2056  less  than  anticipated 

(35,000-37,000  hectares  versus  a 44,000  hectare  goal). 
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BUDOETARY  AMD  FOREIGN  SXCHAIiOS  I?-?ACT  :~  "-Z  Cr/ILIAi:iZATIOH  PROGRAM 

Under  Program  COi-KJSMACT  is  requii^i  to  ’'civiiianize"  12,5**5  U.S. 
military  spaces.  Using  Vietnamese  direc”  hire  personnel,  MCV  believes 
it  must  hire  19,000  Vietnamese  (using  e retie  of  1^-  Vietnamese  nationals 
for  each  U.S.  military  personnel).  On  this  basis  oivilianization  vill 
save  $133*7  million  per  year,  but  increase  the  annuel  foreign  exchange 
outflow  by  $8,6  million.  (See  Table  l). 

Several  assus^tions  have  been  made  in  the  analysis.  Firs):,  we  assume 
that  the  Program  6 troop  ceiling  would  have  been  12,5^5  men  higher  if  not 
for  oivilianization.  Second,  the  cost  factors  for  non-combat  U.S.  troops 
are  based  on  Army  enlisted  men  at  the  E-4  level.  These  factors  cover  the 
full  Incremental  costs  of  these  men  but  exclude  the  high  ammunition  and 
attrition  costs  that  are  associated  with  combat  troops.  This  is  consistent 
with  the  MACV  civilization  program.  Third,  we  asstime  the  12,949  U.S.  mili- 
tary spaces  have  been  taken  out  of  Service  active  duty  end  strengths.  If 
end  strengths  are  not  reduced,  the  savings  would  be  cut  by  three-fourths. 
Finally,  we  assume  all  of  the  U.S.  troops  will  be  replaced  by  direct  hire 
Vietnamese.  Some  spaces  vill  be  replaced  by  contractors,  but  the  costs 
should  not  change  appreciably. 

TABIS  1 

fcOST  FACTORS  AHD  CALCUIATKMSt 


U.S.  Military 
Personnel  to 
be  replaced: 


Budgetary  lagact 
^sts  . ^tal 
Personnel  Per  ManS/  Amount 
~*~*”*~*’  ($  miiiicns) 


Balance  of  Pa 
&qpendituMS 
Per  Man  £/ 


Bents  Impact 
ToEaS 
Amount 
($  a£LHons) 


1 USA 

9595 

12,203 

117.1 

$ 850 

$ 6.2 

1 USMC 

300 

12,203 

3.7 

925 

1.9 

i USAF 

600 

12,203 

7.4 

950 

.6 

1 USN 

I Total 

2050 

1S545 

12,203 

25.0 

$155^5 

975 

.2 

Vietnamese 

i Eationels 

19000 

1,025 

19.5 

$1025 

$19.5 

I Net  ]^dgetery 

I Savings 

1 Net  Balance  of 

$333.7 

{ Payment  Costs 

1 

• 

IM 

SSSShB 

Military  Pay  and  Quarters  (E-4)  $3*377  (Includes  basic  pay,^rter3,sub8l8te3ce) 

Vietnam  <k>8t  Differential  2*500 

OMA  Incremental  (U.S.)  3,477 

Ottk  Eacremental  (Vietnam)  2,849  (Excludes  support  of  Free  World  Forces) 

TOTAL 

Sources;  /Sh{rH)  ’(k>st  Data  Book  (for  pay  and  quarters);  OASD(SA)  E6RA 

(for  Vietnam  cost  differential;  DOD  Instruction  7220.29  (for  U.S. 
and  Vietnam  incremental  OMA). 

b/Source;  OASD(Coo®t.),  P/B  IBP  Directorate,  May  10,  I968, 
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XI<^TIOi:  xfl  RVt;  DUIUNG  1966 


Inflation  in  CY  68  was  less  than  in  the  three  previous  years 
despite  vary  adverse  conditions  arising  frwa  the  Tet  offensive. 

CY  69  raises  the  prospects  of  even  greater  price  stability. 


Highlights  of  CY  68 

1.  The  32^  rise  in  the  price  level  to  mid-Deceober  1968  was  lower 
than  the  rise  in  CY  67>  the  rise  in  CY  66,  and  the 
rise  in  CY  65. 

2.  Two  factors  accoxmt  for  this  develppoent: 

a.  The  success  of  MACV  in  staying  within  its  piaster  spending 
ceilings  (actual  P34.0  billion  vs.  a ceiling  of  P37.8 
billion)  and  the  continued  reduction  in  per  capita  spending 
by  U.  S.  servlceaten. 

b.  The  sharp  rise  in  ingtort  licensing  during  the  second  lialf 
of  CY  68  to  a rate  some  P25-P30  billion  greater  than  CY  67. 
Although  much  of  the  absorption  will  occur  in  CY  69,  large, 
piaster  balances  have  probably  been  built  to  pay  for 
the  imports* 

3.  The  rate  of  inflation  was  slowed  despite  the  followi.ng  problems: 

« 

• 

a.  The  cncf  budget  deficit  was  almost  twice  as  large  as  last 
year  (p4l.O  to  P70.9  billion  — before  the  application  of 
counterpeurt) . 

b.  Th"  real  value  of  tax  receipts  received  by  the  GVN  were 
lover  in  CY  68  than  in  CY  67.  The  purchasing  power  of 
CY  68  tax  receipts  were  70^6  of  CY  67  receipts. 

c.  Percentage  change  in  the  money  supply  was  the  greatest  in 
the  past  three  years  (33^  in  1966,  yyft  in  1967,  and  47^6  in 
1968). 

d.  The  business  consaunity  is  still  depressed  since  the  Tet 
offensive  and  efforts  to  move  large  rice  crops  from  the 
delta  to  Saigon  are  still  handicaj^d. 

4.  Foreign  exchange  and  gold  markets  have  been  subject  to  rising 
p.-essure  with  the  piaster  depreciating  in  terms  of  gold,  U,  S* 
green  dollars,  and  MPC, 

5.  The  outlook  for  CY  69  is  for  continued  it!q)roveaent  in  stabilixing 
the  price  level  end  expanding  domestic  production. 
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Detailed  Analysis 

. While  price  inflation  continues  a^  a higher  than  desired  rate, 
CY  68  represents  sui  improvement  over  the  previous  three  years  even 
though  the  potential  for  a marked  deterioration  was  present  through- 
out the  year  (see  Table  l). 


TA3IB  i 

COMPARATIVE  PRICE  INFLATION  BY  MAJOR 
CCBiPONENTS,  USAID  ALL  CO^!MODITIBS 
ESDBX  a/ 


(percentages) 


CY  68 


1 

> 

t 

CY  65 

CY  66 

CY  67 

CY  63 

1st 

Half 

2nd 

Half 

1st 

2nd 

3rd 

fttr 

4th 

I 

i 

i 

General 

Index 

Uhi 

hli 

32% 

13.6 

16.3 

h.9 

8.U 

16.9 

-.1 

1 

1 

Pood  Sub- 
Index 

51 

60 

51 

36 

13.1* 

20.0 

8;0 

21.5 

1 

li 

Non-Pood 

Sub-Index 

30 

50 

19  . 

22 

Ib.l 

6.5 

5.0 

8.7 

<♦.7 

1.7 

^ ' fe'ference’^ints  for  the  USAID  index  percentage  changes  are 
January  1,  1965,  January  3,  19^6,  January  3,  1967,  and 
January  1,  1968. 


The  potential  for  deterioration  is  to  be  found  in  the  GVN  budget 
deficit  which  in  CY  68  is  the  largest  ‘o:'  the  war  years  (see  Table  2) . 
Since  most  of  the  deficit  is  financed  by  printing  new  paper  currency, 
the  money  supply  also  rose  sharply  this  year. 
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TABLE  2 


GVK  BUDGET  DEFICIT  AND  NEW  MONEY  CREAHON,  I965-68 
(Billions  of  Piasters) 


GVN  E^ijjenditures 
GVN  Revenues 


Deficit  i/ 

Change  in  the  Itoney  Supply 


$ Change  in  Money  Stj^iply 
os  a ^ of  Deficit 


1965 

1966 

1967 

1968 

1262 

P51.3 

P61.4 

P85.7 

PllO.O 

B.30.0 

17.0 

40,0 

92.7 

49.1 

66.0 

34.3 

21.4 

33.0 

60.9 

64.0 

20.2 

17.8 

19.3 

53.1 

£/ 

59^ 

8356 

56^ 

87^ 

5/ 


f* 

1 


Estimated  by  Saigon  Eiriassy. 

Some  estimates  of  the  GVN  es^nditures  and  deficits  include  the 
programs  paid  for  by  the  piasters  generated. through  the  (J.  S. 
funded  icq^rt  program.  If  the  U.  S.  aid  chapter  esqpenditures 
are  included  on  the  assuaiption  that  the  GVK  voiuld  maintain 
these  programs  in  the  absence  of  our  funding,  the  GVN  deficits 
would  be,  respectively,  P37.3>  P24,5,  P4l.O,  P?0.9,  and  P76.O. 


£/  Estimated  for  CY  63, 


While  the  GVN  budget  deficit  is  a major  item  generating  infla- 
tionary pressure,  it  is  only  one  of  several  items  which  has  an 
inqpact  on  the  Vietnamese  economy.  When  these  other  items  axe  con- 
sidered (those  increasing  e^qpenditures  are  called  monetary  injections 
while  those  withdrawing  piasters  from  the  economy  are  called  mone- 
tary absorptions),  the  net  difference,  called  the  monetary  gap,  is 
markedly  larger,  in  the  absolute  sense,  than  in  the  three  previoiis 
years.  The  rate  of  new  money  creation,  which  measures  the  relative 
ia^ct  on  the  econcmiy,  is  higher  than  in  any  yeaur  since  196$  (see 
Table  3). 
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TABLE  3 


MOIffiTARY  INJECnOKS  Al®  ABSOBPTIONS,  1965-70 
(Billions  of  Piasters) 


1965  1966  1967  1968 


Injections 


GVN 

Military 

Civil 

American  AID 
Subsidies 


Subtotal 


U.  S. 

Military 
Other  Agencies 


33.8 


Subtotal 


JEbqports 

Invisibles 

Bank  Credit  Expansion 


Total  Injections 


Absorations 


Inerts 

Invisibles 

Internal  Revenue 

Import  Taxes 

Import  Margins  & Savings 

Errors  & Omissions 


41.2 
10.0 
18.1 
21.9 

17.2 
3.3 


104.6 

38.4 

J.2«0 


93.7  120.0  137*0  155.0 


129.5  149.7  181.4  204.4  228.4 


Total  Absorptions 


Gap  (Change  in 
Money  Supply) 


19.3  53.1  54.7 


% Change  in  Money 
Supply 


73.TTt 


30^  66?6  40^ 
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104.6 

38.4 

12.0 


155.0 


228.4 


m.7  130.4  128.3  i49.7  159.1  176.0 
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TABLE  3,  Continued 

MOHEIAHY  INJECTI02®  AMD  ABSOPdPTIONS,  1965-70 
(Billions  of  Piasters) 


Footnotes 


^ t-todel  A;  lilnimum  U*  S.  and  GVN  eigpenditurcs  are  assumed  here 
which  amounts  to  an  assumption  of  a return  to  "normalcy”  implying 
a moderate  but  steady  growth  in  io^rt  demand  and  no  increase  in 
efficiency  of  the  revenue  system. 

Model  B;  Assume  (a)  a 25^  increase  in  salaries  and  allowances 
for  all  GVN  and  U.  S.  engiloyees,  (b)  inerts  increased  by  U.  S. 
$150  million  above  the  1968  level,  and  (c)  an  increaise  in 
revenues  resulting  from  greater  iit^rts  and  additional  new 
taxes. 

Ifodel  5 presents  the  maximum  e^^nditure  le.el  given  present 
programs  end  the  wage  increase  noted  above.  The  absorptions 
side  too  is  realistic  since  it  projects  an  increase  in  revenues 
tdiich  would  rcstilt  from  inplementation  of  a few  tax  measures 
which  could  easily  be  effected. 

Model  3 with  a 51^  increase  in  the  money  supply  is  probably  the 
best  approximation  of  what  may  actually  happen. 

Model  C;  Assume  (a)  an  overall  25^  increase  in  salaries  and 
allowances,  (b)  a very  large  Increase  in  in?ports  reflecting  the 
salary  increases,  and  (c)  very  large  revenues  resulting  from 
imposition  of  all  of  the  U.  S.  suggestions  for  tax  increases 
ziDd  new  taxes. 

Modal  C is  realistic  on  the  expenditures  side  but  the  absorptions 
showing  a 50^  increase  in  revenues  is  optimistic.  However,  this 
is  the  picture  which  would  give  everyone  his  salary  increase, 
create  a boom  in  inerts,  and  at  the  same  time,  have  a gap 
somewhat  smaller  than  that  of.  1968.  This  is  thus  an  unlikely 
possibility  since  it  demonstrates  that  greatly  Increased  spending 
by  the  government  should.  In  the  present  circumstances,  be 
aocouipanied  by  stringent  revenue  measures.  Such  things  do  not 
ucually  happen. 
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f In  the  i)ast  two  years,  the  rate  of  change  of  the  price  level 

j has  been  grea\.er  than  the  rate  of  change  In  the  aoney  supply  (see 

j Table  4).  However,  during  CY  68,  the  cnpcsite  happened  — the 

I money  supply  increased  more  rapidly  than  the  price  level,  Through- 

l out  much  of  this  year  thip  phenomenon  was  referred  to  as  the 

j "liquidity  overhang"  and  implied  the  buildup  of  piaster  balances 

''  in  the  hands  of  the  public.  Its  magnitude  was  estimated  to  be 

I between  P22  to  P26  billion v i/  Explenaticns  given  for  this  buildup 

; . of  piaister  baleuices  mainly  centered  around  the  need  to  hold  wealth 


TABLE  4 

MONEY  SUPPLY  AND  PHICE  LEVEL  CHANSS  AND 
CRUDE  RATES  OP  MONEY  TURNOVER,  I965-68 


1965 

1966 

1267 

1968 

Percentage  Change  in 
the  Price  Level  £/ 

44^  . 

56^ 

Percentage  Change  in 
the  Money  Supply 

74 

33 

. 30 

47 

Crude  Rate  of  Money 
Turnover  ^ 

.59 

1.7 

1.4 

.70 

^ USAID  all-coaaodlties  index, 

^ Turnover  rate  computed  by  dividing  price  level  changes  by 
changes  in  the  money  supply. 


in  a cash  form  to  avoid  its  destruction  by  either  another  Tet  type 
offensive  or  the  rocket  shelling  of  urban  areas  by  the  VC.  However, 
little  evidence  was  forthcoming  to  substenoiate  this.  Recent 
statistical  evidence  offers  a counter  proposition  which  e:q?lains 
away  the  "overhang"  theory  and  centers  on  the  unexpected  sharp  rise 


^ 'Derived  by  applying  the  crude  rate  of  turnover  in  1966  and  1967 
to  the  change  in  the  price  level  in  CY  o3  to  get  the  theoretical 
change  in  the  money  supply.  This  ohen  subtracted  from  the 
actual  change  to  get  the  range  of  the  "overhang". 
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in  insport  licenses,  especially  tho  ,e  financed  Isy  the  GVN.  Table  5 
shows  that  the  licenses  granted  are  valued  at  some  $232  million  or 
about  P27A  billion  higher  than  last  year  (this  amoimt  is  very 
close  to  estimated  amount  of  the  "overhang**).  Since  a large 
amount  of  this  rise  in  import  licensing  is  GVN-financed,  the  time 
lapse  between  licensing  and  absorption  will  be  shorter  than  if 
U.  S,-fineinced  imports  rose  (2  months  vs.  3 months).  Since  this 


TABLE  5 


IMPORT  DATA 
(Millions  of  Dollars) 


^ Estimated, 
b/  Estimated  in  April  1968. 


unexpected  'iharp  rise  in  licensing  is  occurring  in  the  last  part  of 
CY  63,  the  absorption  will  take  place  early  next  year.  However, 
because  of  the  shorter  time  between  licensing  and  paying  for  the 
imports,  it  is  believed  that  pi*«ter  balances  are  being  built  up 
currently  to  pay  for  the  iiqiorts.  This  is  of  fundamental  importance 
for  stabilization.  The  decline  in  the  crude  rate  of  money  turnover 
shown  in  Ihble  4 on  which  the  "overhang"  theory  depends  neglects 
the  fact  that  inerts  are  rising  substantially  above  last  year. 

Several  major  problems  continue  to  han^r  stabilization  efforts. 

1,  First  is  the  GVN's  large  budget  deficit  which  was  twice  as 
large  as  last  year  and  the  largest  thus  far  in  the  war. 

If  the  expenditure  levels  are  the  minimum  necessary,  then 
the  deficit  can  only  be  reduced  by  raising  taxes.  It  is 


^Rurough  November 

\i 

19b7 

1965 

i i 

Import  Licenses 

• * ; 

GVN 

$262,8 

$450.1 

j 

CIP 

73.6 

154.6  i . 

100.0  ^ 

a 

a 

el-480 

136.4 

I 

$472,8 

$704.7 

• 

lo^rt  Absorptions 

$556.8 

$505.9  ^ 

X 

1 ; 

f 

I . 
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in  this  area  that  the  GVN  has  been  noticeably  weak.  The 
domestic  tax  revenue  comes  mainly  from  various  excise 
taxes  on  tobacco , beer  and  soft  drinks.  About  half  the 
total  tax  revenue  comes  from  varioxis  types  of  taxes  levied 
on  iiiq^orts.  The  trend  in  total  real  tax  receipts  (nominal 
taxes  deflated  by  the  rise  in  prices)  frcxn  IS  •?  to  the 
present  has  been  downward  (see  Table  6). 


The  reasons  for  the  revenue  problems  are  well  known 
(narrow  tax  base^  leu:k  of  trained  personnel,  GVN  reluctance 
to  tax  and  Inertia  to  change).  The  U.  S.  could  exert 
pressure,  perhaps  by  withholding  counterpart  funds,  for 
fundamental  reforms. 


TABLE  6 

BEAL  TAX  BEVEHUB,  1965-68 
' (Billions  of  Piasters) 


Total  Tax  Revenue 
Price  Index  (OSAIO) 
Beal  Tax  Revenue 


1965 

1266 

1967 

22^ 

E17.0 

PW.O 

P52.7 

P49.1 

100 

216 

305 

kvr 

17.0 

18.5 

17.3 

12;1 

f’ 


^ EstimatedT^ 

^ To  December  2,  I968. 


2.  Second  is  the  output  of  SVB-produced  goods.  Including  food. 
Cl  67  was  a year  of  great  progress  which  was  not  continvted 
in  1968  because  of  the  problems  created  by  the  Tet  offensive. 

a.  Agriculture.  !nxe  peasant  perceives  the  GVN  in  large 
part  in  terms  of  security  and  prosperity.  An  iiqportant 
variable  in  this  perception  is  the  price  of  rice. 

Because  -of  the  Tet  offensive,  the  rice  subsidy,  and 
rising  costs,  the  price  of  rice  and  the  profit  is  so 
low  that  large  quantities  of  paddy  from  the  past  harvest 
season  remain  in  delta  stocks  and  are  unsold.  In  an 
effort  to  improve  this  situation,  the  rice  subsidy  was 
effectively  removed  in  November.  As  an  added  benefit, 
the  rate  of  inflation  should  be  reduced  for  two  reMons: 
(1)  the  QVN  will  not  spend  piasters  on  the  auibsidy 
(ttye  budget  deficit  will  be  reduced),,  ^ J2)  the 
typical  Vietnamese  will  now  have  to  spend  ibra  money 
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for  rice  anii  less  oa  other  goods  (the  same  amount 
of  piasters  now  chases  after  higher  priced  goods  and 
can  make  fever  purchases).  Removal  of  the  siibsidy 
has  a coaparahle  impact  to  an  increeise  in  taxes. 


r 

i 


Further  steps  to  in^rove  agriculture  would  be 
to  promulgate  the  war  risk  insurance  act  and  to 
io^rove  the  security  of  the  transportation  network. 
Both  these  steps  should  further  increase  the  price 
to  the  farmer, 

b.  Industry.  The  Tet  offensive  did  some  $50  million 
damage  xo  industry.  Especially  hard  hit  were  several 
large  textile  plants.  All  industry  suffered  loss  of 
production  time  during  the  attacks. 


During  the  first  eight  months  of- 1968  output  of 
most  iiqportant  industrial  products  declined  sharply 
compared  with  the  corresponding  period  of  1967*  As 
shown  in  Table  7»  only  the  output  of  cigarettes  and 
electric  power  increased,  while  production  of  textiles 
and  cement  was  down  to  50^,  In  July  and  August, 
however,  monthly  output  of  most  items  listed  above 
began  to  approach  the  levels  of  I967  indicating  a 
resuD^tlon  of  near  normal  business  activities. 

TABLE  7 

ESOJSraiAL  OUTPUT 


Unit  of 

Jan-Aug 

Jen-Aug 

Percent 

^Seasure 

i2§2 

1968 

(DianRe 

Cotton  Yam 

(000 

m.t.  i 

4.6 

2.5 

-4416 

Cotton  Fabric 

(mil 

mtrs) 

28.9 

13.7 

-53 

Beer 

(mil 

Itrs) 

87.8 

76.1 

-13 

Soft  Drinks 

(mil 

Itrsi 

61.5 

58.3 

-5 

Refined  Stigar 

(000 

m.t.) 

59.4 

56.6 

-5 

Cigarettes 

(000 

m.t.  1 

6.3 

6.8 

>8 

Cement 

(000 

m.t.  1 

109.7 

65.2 

-4l 

Paper 

(000 

m.t.) 

11.1 

10.9 

-2 

Electric  Power 

(mil 

kidi) 

445.9 

450.0 
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3.  The  issue  of  wages  and  the  relative  loss  of  purchasing 
power  suffered  by  GVII  esrcloyees  including  the  military  is 
still  a substantial  problem.  While  this  problem  results 
from  inflation,  wage  increases  have  iii$ortant  consequences 
zis  a cause  of  libation.  The  B and  C projections  in 
Table  3 for  CY  69  contain  a built-in  wage  increase  and 
its  Impact  on  the  "gap"  can  be  observed.  A wage  increase 
might  help  solve  much  of  the  GVN’s  problem  in  the 
recruitment,  retention,  and  motivation  of  enipl^rees  as 
well  as  reduce  the  corrupt  behavior  of  sene  of  them* 


The  Foreign  Exchange  Market 

The  foreign  .exchange  market  can  serve  as  a good  indication  of 
people  *3  eigpectatlons  about  future  price  inflation  or  political  and 
social  instability.  Gold  and  foreign  currencies  can  serve  as  a 
good  refuge  for  those  who  wish  to  hold  their  wealth  in  a form 
immune  from  inflation  or  less  likely  to  be  destroyed  or  e^(9riated 
in  periods  of  social  and  political  unrest. 

During  CY  67>  the  exchange  markets  for  gold,  dollars,  and  MFC 
were  relatively  stable  with  the  piaster  appreciating  in  value.  1968. 
has  not  been  such  a year.  Since  late  November  1967^  the  piaster 
price  of  g^d  has  risen  continuously.  This  can  be  explained,-  at 
least  in  part,  by  conditions  in  the  world  gold  markets  which  has 
seen  gold  prices  in  the  free  market  at  a substantial  premium  over 
the  official  price.  ' 

The  piaster  price  of  U.  S.  dollars  ww  relatively  stable 
-throughout  the  first  half  of  CY  63  but  since  mid-year  the  piaster 
has  continued  to  depreciate.  During  August,  the  price  of  dollars 
reached  its  peak  since  the  devaluation  in  June  19^,  and  has  con- 
ti'iued  above  the  200  pias-ter  nark  to  the  present  time  (see  Chart  l). 


The  Outlook  for  1969 

Continued  progress  in  price  stability  can  be  made  in  1969 
barring  a Tet  -type  offensive  or  political  and  social  instability. 

It  should  be  possible  to  keep  the  rate  of  inflation  from  exceeding 
that  of  this  year.  The  final  picture  will  depend  on  many  factors 
including  the  size  of  the  GVN  deficit,  the  size  of  -the  GVN  armed 
forces,  ia^rovements  in  the  revenue  situation,  revival  and  expansion 
of  domestic  production,  and  the  le-vel  of  inerts. 
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CONFIDENTIAL 

VIETNAM'S  NEED  FOR  EXTERNAL  ASSISTAliCE  1970-1974 


Smnary,  Given  VS  redeployment  •planar  no  eignifiecmt  deoreaae  in  the 
level  of  eonfliet,  no  devaluatimt  and  no  ohange  in  the  South  Vietnaneee  tax 
etruaturet  the  inflationary  presanrea  in  the  eoonomy  will  beaome  enomoua 
09  US  foraee  withdraw  from  South  Vietnan,  To  a eignifioant  extent  the  politiaal 
ataibility  of  the  Thieu  regime  depends  on  the  eupp^  of  fixed  ineome  indixiduale 
(Amy  and  Civil  Service)  who  would  be  moat  aeverely  ht^  by  high  ratee  of  in^ 
fUction,  80  a reaaondble  degree  of  eeoncnie  atability  aeema  to  be  alearly 
in  our  intereat.  Sueh  atcdility,  if  achieved  by  additional  American  aid, 
would  be  expeneive-^-requiring  in  acme  caaea  a three  or  four  fold  inereaae  in 
the  preaent  levels  of  CIP  ($180  million  in  1969)  to  bring  inflation  to 
reaaondble  levele. 


Background 

The  primary  objective  of  a recent  A.I.D.  study  was  to  provide  rough  esti- 
mates of  the  amounts  of  external  resources  South  Vietnam  will  require  during 
the  years  1970-197*^*  under  varying  assui^tions  as  to  the  course  of  the  war. 

The  Terms  of  Reference  which  governed  the  Study  Group  prescribed  limited  rates 
of  Inflation  (3056  per  year  during  wartime,  15^5  per  year  during  peacetime),  a 
celling  on  commodity  itiqjorta  ($750  million  per  year)  and  the  exaMnatlon  of 
other  economic  variables.  The  group  was  invited  to  make  reconsnendations.as 
to  aid  .programs  and  projects  and  possibilities  of  institutional  change,  in 
addition  to  addressing  itself  to  the  principal  objective. 

United  States  resources  enter  Vietnam  In  a variety  of  forms,  of  which 
the  following  are  the  most  isqnrtant: 

1.  Military  Assistance  Service  Funding  (MASP),  This  includes  military 
hardware  and  consumables,  largely  used  in  fighting  the  war;  it  also  includes 
military  support,  construction  and  maintenance. 

2.  The  Commercial  3iiq>crt  Program  (CIP).  This  is  a form  of  economic  aid 
used  by  A.I.D.  to  finance  a selected  list  of  conaaodities  which  are  sold  in 
Vietnam  through  conmerciad  channels.  The  proceeds  enable  the  GVN  to  support  * 
a higher  level  of  public  expenditure  than  would  otherwise  be  possible. 

3.  PL480,  Title  I.  This  consists  of  U.S.  agricultural  commodities  sold 
in  Vietnam  and  having  the  same  economic  in^ct  as  CIP. 

4.  A.I.D.  Project  Assistance.  This  consists  of  goods  and  services  pro- 
vided directly  to  the  Government  of  Vietnam  to  svpport  the  war  effort  or  serve 
some  other  public  purpose. 

5.  PL480,  Title  II.  This  consists  of  agricultural  conanodlties  distrib- 
uted by  voluntary  agencies  and  having  an  economic  ingmict  similar  to  that  of 
Project  Assistance. 
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6.  Dollars  sold  by  the  Department  of  Defense  to  obtain  piasters  needed 
to  meet  local  expenses,  and  dollars  exchanged  as  aa  accommodation  to  individual 
Americana.  In  both  cases  a subsidy  is  involved  since  the  GVN  pays  fewer 
piasters  per  dollar  than  it  receives  from  the  resale  of  the  dollars  to.  im- 
porters and  from  the  tax  revenues  which  the  imports  so  financed  generate. 

The  table  shows  the  primary  sources  of  foreign  assistance  for  Vietnam  by 
t^e  and  emount  for  1969* 


S0URC2S  OF  HOM  PROJECT  F<»EIGN  ASSISTAMCB  FOR  VIETMAM  1969 


Dollar  Tariff 

Value  Revenues 
(Millions  (BiUions 

t)  Piasters) 


Counterpart 

Generation 

(Billion 

Plasters) 


Total 

Counterinfla- 
tionatry  Effect  ; 
(Billions 
Piasters)  ^ 


I.  AID  Sponsored 

A.  CIP  $ 180 

B.  PL480  Title  I 90 

TOTAL  ^ 270 


20.6  27.7 

10.6  32.1 

31.2  a/ 


n.  DCO)  Purcbasea 

A.  Official 

B.  Personal 

TOTAL 


$ 287  33.4 

54  6.2 

T34l  “35:^ 


33.4 

6.2 


a/  17.5  billion  plasters  of  this  is  tied  to  US  uses  leaving  only  22.3  billion 
plaaters  avail^lc  for  US  piaster  siqpport  of  GVN  buSget. 

and  DCD  dollars  werethe  resources  most  relevant  to  the  study,  because  they 
provide  local  resources  to  the  OVH  national  budget.  Measured  in  other  terns,  they 
contract  the  money  supply,  end  thus  offset  the  GVN  budget  deficit,  which  e^go^s 
it.  One  of  the  primary  purposes  of  US  aid  to  Vietnam  is  to  provide  a deflationary 
force  to  offset  the  inflationary  effect  of  GVN  spending  for  the  war.  Thus,  it 
follows  that  with  all  other  things  being  equal,  one  source  of  US  resources  must 
increase  as  another  declines.  DCD  expenditures  are  expected  to  decline  as  US 
troops  are  withdrawn,  and  it  is  assumed  that  CIP  must  rise  enough  to  replace  them. 
It  should  be  noted,  tewever,  that  the  tax  revenues  generated  by  GVN  sale  of  DCD 
dollars  to  importers  ere  markedly  greater  than  those  generated  by  the  sale  of  CU^P 
dollars  because  the  DCD  dollars  are  not  subject  to  the  restrictions  put  on  use  of 
the  CIP  dollars.  Thus,  it  would  require  about  $1.50  worth  of  CIP  to  have  '^e  same 
anti-inflationary  effect  as  $1.00  of  DCD  do'  ^ars. 

To  measure  the  effect  upon  sid  requirements  of  changes  in  the  Vietnamese 
budget  (for  exasq>le,  the  planned  increase  in  military  forces)  end  changes  in  the 
availsbiilty  of  eirternal  resources  (for  example,  the  eiqpected  reduction  in  DO) 
dollar  expenditures)  the  Study  Group  adopted  a method  developed  by  USAID/Vietham 
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known  as  Monetary  Gap  Analysis.  Ths  Group  exanined  a wide  variety  of  five-year 
projections  grouped  under  three  scenaurios  which  incorporated  three  different  . 
sets  of  assvmptions  concerning  the  fut'ore  of  the  war.  Two  of  the  scenarios 
assumed  a high  level  of  enemy  activity  and  a taaxinum  increase  and  in^roveiitent 
of  Vietnamese  military  forces.  Scenario  A retained  S50>000  US  support  and 
maintenance  troops  in  Vietnam  throughout  the  five-year  period.  Scenario  B 
maintained  a high  level  of  Vietnamese  forces  hut  reduced  US  forces  to  a MAAG 
of  k0,000  men  by  the  end  of  1973.  Scenario  C assumed  a decline  in  the  ene^y 
threat j reduction  of  US  forces  to  IC^OGO  men,  and  reduction  of  .the  Vietnamese 
forces  by  about  one-half.  This  was  the  most  optimistic  scenario > yet  even 
it  requires  substantial, external  assistance  throughout  the  five  year  period. 

The  Study  Group  could  foresee  no  way  in  which  the  e:^nse  of  the  GVN 
force  build-up  could  be  net  and  the  decline  in  DCS)  dollars  offset,  without 
actions  tdiich  would,  in  one  way  or  the  other,  violate  the  Terms  of  Reference 
for  the  study.  Having  at  the  outset  taken  US  programs  affecting  the  level 
of  GVN  expenditures  for  granted,  the  Study  Group  was  led  at  the  end  to 
conclude  that  the  expenditure  side  of  the  gap  shoxtld  be  re-examined.  The 
principal  points  of  the  study  are  outlined  below. 

Main  Points 

1.  Both  the  redeployment  of  United  States  military  forces  and  the  build- 
up of  Vietnamese  armed  forces  planned  for  the  next  five  years  will  add  sub- 
stantially to  South  Vietnam's  need  for  external  resources,  the  first  by  reducing 
the  flow  of  United  States  dollars  now  spent  by  the  United  States  military 
establishment  and  US  troops  and  the  second  by  Increasixig  GVN  budget  expenditures. 
These  pressures  will  produce  an  intolerable  rate  of  inflation  in  the  Vietnamese 
economy  if  additional  external  resources  eure  not'  provided.  The  United  States 
commitment  to  help  South  Vietnam  take  the  steps  necessary  to  compensate  for 
the  withdrawal  of  US  cooibat  forces  isplles  a coamitment  also  to  provide  these 
needed  economic  resources. 


2,  Throughout  the  war,  GVN  civilian  as  well  as  military  esqpenditures  have 
increased,  largely  because  of  the  addition  of  war-related  activities  such  as 
the  care  of  refugees  and  pacification.  There  are  no  immediate  plans  to 
reduce  these  activities,  and  the  Study  Group  concluded  that  when  such  a 
reduction  does  become  possible  equivalent  civilian  expenditures  will  be  needed 
for  development  and  reconstruction. 


3*  Nbile  there  are  trade-offs  between  project  and  non-project  (material 
goods)  aid,  it  is  the  non-project  assistance,  principally -the  Commercial 
Bsport  Program,  which  is  used  to  support  civilian  and  lailitary  public  ejqpendi- 
tures.  Therefore,  if  there  is  to  be  economic  stability,  we  must  assuae 


that,  as  the  GVN  military  budget  increases  and  the  supply 
declines,  the  CIP  will  be  increased  accordingly. 


of  DOD  dollars 
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4.  Such  an  aasuaptioiT  encountars  serlois  difi'iculties  arising  from  the 
fact  that  Cl?  is  a relatively  restricted  and  inflexible  program.  The  eligible 
list  of  goods  vhich  Cl?  can  provide  is  limited,  exclttding  a wide  range  of 
merchandise  now  imported  by  the  GVR  with  untied  dollars  supplied  primarily 

by  BCD  purchases  of  piasters;  such  merchandise  is  in  high  demand  and  stqpports 
a much  higher  rate  of  taxation  than  is  imposed  upon  CIP  goods.  As  a general  'K 
rule  only  goods  of  US  origin  are  eligible  for  CIP  financing.  For  those  reasons, 
it  may  be  in^asible  to  substitute  CIP  completely  for  other  sources  of  import 
financing. 

5.  Ihere  are  inherent  limitations  in  the  use  of  imports  as  the  sole  or 
principal  offset  to  inflation  as  they  have  been  used  in  Vietnam.  Heavy  and 
increasing  reliance  upon  such  Is^rts  to  conq;>en3ate  for  the  deficit  in  the 
public  sector  inevitably  distorts  patterns  of  production  and  consuit3)tion. 
Commercial  imports  in  1969  reached  a level  almost  27  times  exports,  and  are 
approximately  eight  times  the  highest  level  Vietnamese  ejqports  have  ever 
attained.  Ihey  amount  currently  to  ?4o  per  capita.  This  distortion  already 
presents  formidable  obstacles  to  the  eventual  creation  of  etn  economically  viable 
and  self-sufficient  Vietnam. 

6.  More  reliance  shcu^.d  be  placed  on  other  contractionary  measvires.  Of 
these,  the  most  obvious  and  is^rtant  is  an  increase  in  domestic  taxation. 

So  far  as  the  Study  Croup  was  able  to  determine,  so  such  increase,  in  real 
terms,  has  tahen  place  in  Vietnam  in  the  past  nine  years,  and  the  gcovp  con- 
cluded that  without  some  change  in  GVN  and  US  policy  it  will  not  take  place 
during  the  next  five  years,  nevertheless,  the  mobilization  of  more  domestic 
resources  in  the  interest  of  national  objectives  is  desirable  and  should  become 
a priority  policy  objective. 

7.  For  the  same  reason  it  no  longer  seems  approi^iate  to  attes^t  to  close 
the  monetary  gap,  whatever  it  may  be,  solely  by  an  Increase  in  external  resources. 
Smaller  projected  gaps  arc  desirable.  As  a minimum,  some  limitation  or  control 
over  the  total  GVN  bxidget,  such  as  is  not  now  evident,  should  be  is^sed  as  a 
part  of  the  Joint  GVN— US  program  to  meet  future  resource  requirements.  The 
Study  Group  woidd  not  s'oggest  a specific  monetary  ceiling  but  rather  an  under- 
standing that  ^th  the  support  of  a specific  US  aid  coosiltment  the  GVN  niould 
xindertake  to  cadntain.  balance  in  the  overall  bT;dget  by  reducing  e^qsenditures  or 
increasing  domestic  revenues  as  required. 

8.  In  any  circumstances  in  which  improvement  in  the  security  situation 
permits  steps  towards  reconstruction  and  development,  steps  should  also  be  taken 
to  -strengthen  the  private  sector  of  the  Vietnamese  econeny  by  the  adoption  of 
appropriate  fiscal  and  monetary  policies.  Tbs  GVN  should  search  for  opportunities 
to  transfer  functions  now  performed  by  the  government  to  private  hands.  This 
recommendation  is  made  not  as  a matter  of  doctrine,  but  because  the  Study  Croup 
believes  that  with  improvement  in  the  security  situation  a shrinkage  of  the 
public  sector  will  Inevitably  occur.  That  shrinkage  can,  under  an  appropriate 
set  of  policies,  be  safely  offset  by  an  Increase  of  economic  activity  in  the 
private  sector. 
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EcoKOMic  wabpare:  AaAinsT  THE  vrsT  c::::- 

Traditionally,  the  term  economic  varfare  means  to  deny  some  or  all 
imports  to  a country  or  group  of  co’^r.tries.  The  aims  may  be  several 
to  force  a change  in  policy,  goverr-ment,  or  military  capability.  But 
invariably  the  traditional  battlegrc-:u:d  of  economic  varfare  is  the  country’s 
vital  lines  of  supply.  Economic  varfare  in  Vietnam  is  difficult  and  different. 

Quantification 

First,  ve  cannot  blockade  or  economically  Isolate  the  VC.  With 
roughly  300,000  hard  core  VC  living  among  a population  of  some  l6  million, 
only  about  one  in  50  is  a VC.  To  bring  economic  pressure  on  this  enemy 
vithout  doing  the  same  to  innocent  citizens  or  even  those  friendly  to 
your  cause  is  no  easy  task. 

' Second,  even  vhere  the  VC  can  be  isolated  the  GVN  must  mAintain  at 
least  a facade  of  sovereignty  over  the  entire  country.  The  GVN,  because 
it  is  trying  to  maintain  its  claim  as  the  established  government,  attempts 
•to  provide  schools,  health  clinics,  transportation,  etc.,  even  in  parts  of 
the  country  considered  VC  areas.  Representatives  of  the  GVN  are  allowed 
to  perform  certain  government  services  in  VC  areas  during  daylight  hours 
while  the  VC  concentrate  their  resources  on  more  Secret  political  and  military 
goals.  Th^s  situation  accommodates  the  VC.  But  to  stop  these  services 
also  accommodates  the  VC.  • 

Third,  ve  do  not  know  which  items  are  critical  to  the  vc.  Prom 
cadies  and  interrogation  of  VC  defectors,  it  appears  that  generally  the 
VC  rely  on  getting  regular  supplies  of  arms,  ammmltion,  explosives,  food, 
clothing,  and  building  materials.  But  no  numbers  are  available  by  tdiich 
to  calculate  the  effect  of  denying  the  VC  any  of  these  items.  The  critical 
question,  of  course,  is.  one  of  substituteability.  There  are  vide  degrees 
of  substitution  for  many  items. 

OnJy  two  items  mi^t  be  called  absolute  necessities  to  the  VC.  toe 
of  these  is  silt;  the  other  is  anti-malaria  medicine.  Even  salt  has  some 
substitutes  in  soy  sauce  and  nuoe  cam.  Medical  opinion,-  stressing  human 
adaptability,  says  that  in  fact  very  little  salt  is  a physiolorical  necessity. 
But  salt  has  a psychological  importance.  Men  on  a predoSdnaniiy  rice  diet 
lose  their  appetite  for  it  if  eaten  without  salt. 

Anti-malaria  medicine  is  even  more  essential.  The  same  medicine  is 
used  both  in  prevention  of  malaria  and  suppression  after  UJness.  In  the 
highland  of  I and  II  Corps,  where  the  malaria  problem  is  most  serious,  the 
locals  (the  Kontagnards  especially)  have  acquired  an  immuni-ty  to  it.  The 
ones  -Jdio  suffer  the  most  are  "outsiders”  - mainly  the  NVN  troops  who  must 
pass  through  the  area  on  their  way  South, 
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But  vhile  both  salt  and  anti-xalaria  medicine  are  "unsub stituteable", 
the  requirements  of  the  individual  VC  for  these  items  appear  modest.  Too, 
these  items  can  be  packaged  in  small  allotments  which  can  be  easily  carried  ■ 
and  easily  hidden.  So  far  then  there  are  no  candidates  for  a eimple  but 
effective  denial  program. 

Fourth,  present  knowledge  about  VC  supply  system  is  vague.  The  VC  get 
some  of  their  supplies  from  the  ITVN  (arms,  ammunition)  and  some  from  within 
the  ccrjntry  or  from  Cambodia  (food,  medicine).  Some  supplies  are  acquired 
in  one  part  of  the  country  (the  Delta)  to  be  transported  to  other  areas  or 
to  be  sold  and  the  money  used  to  buy  necessities 'in  other  parts. 

The  VC  nay  be  spending  P6  billion  this  year  or  P20,000  per  man  on 
supplies  within  SVN.  The  VC  collect  an  estimated  P3  to  Ph  billion  in  196?. 
China  and  the  USSR  together  are  estimated  to  be  buying  another  P2  billion 
per  year  on  the  black  market  for  VC  use.  Where  the  goods  are  bought  and 
how  they  get  to  where  they  are  needed  is  often  not  known. 

Circumstantial  evidence  stiggests  that  the  VC  rely  heavily  on  the  sea 
and  Cambodia  as  avenues  of  transportation.  The  main  force  units  and  the 
largest  caches  are  near  the  sea  and  near  the  Cambodian  border.  Even  supplies 
coming  to  the  VC  units  from  the  Delta  probably  use  either  of  these  two 
roirtes.  In-country  transportation  is  difficult.  The  VC  without  access  to 
road  or  rail  must  rely  heavily  on  porters  which  takeq  a great  deal  of  organi- 
zation and  manpower.  (The  local  peculation  might  revolt  if  used  as  proters 
too  frequently,  for  exaagple). 

Finally,  we  know  little  about  how  much  the  VC  need.  The  requirements 
of  a VC  or  HVA  main  force  unit  vary  with  the  amount  of  military  activity 
but  they  can  be  considerable.  At  a minimum,  a VC  soldier  requires  only 
l.$  kgs  of  food  per  day  end  is  issued  a basic  ammunition  load  of  7.7  hgs. 

At  1 engagement  per  month,  a man  needs  about  1.8  kilograms  per  day,  or 
l8  metric  tons  for  a 10,000  man  division.  If  the  division  consumes  3 
annunlction  loads  per  nan  per  month,  it  would  need  28  metric  tons  a month. 
Because  of  these  potentially  large  requirements,  the  VC  reply  heavily  on 
caches  stocked  in  advance  and  the  ability  of  their  main  force  units  to  avoid 
military  contact  when  necessary. 

Present  Situation 

Presently,  economic  warfare  in  SVK  concentrates  on  trying  to  deny  goals 
to  the  VC.  Boad  check  points  are  manned  by  6,^00  National  Police  (there  are 
plans  to  nearly  double  this  force).  For  interdiction  on  the  rivers  there  is 
the  US  Navy’s  Game  Warden  operation  with  ll4  PBR’s  and  3 experimental  Hover- 
craft. And  on  the  sea,  the  US  Navy  and  the  US  Coast  Cfuard  conduct  Market 
Time  patrol  with  73  50-ft  "Swifts"  and  26  82-ft  cutters. 

These  resources  achieve  very  little.  The  check  points  on  land  are  almost 
entirely  stationary,  placed  on  the  main  roads  leading  to  end  from  major  towns. 
Ih^  have  little  security,  can  easily  be  circumvented,  and  many  close  down 
at  night.  11 
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The  VC  can  go  around  the  chso-rpcir.'s.  They  car.  also  get  their  supplies 
through  them.  There  is  a long  list  of  ioeo-s  which  ere  contraband  unless 
covered  by  a manifest.  But  there  is  no  standard  form  for  the  manifest  and 
manifests  can  easily  be  bought  or  forged.  There  is  no  incentive  to  the 
resources  control  police  to  give  vehicles  a thorough  search  - they  receive 
the  same  pay  no  matter  how  many  they  examini  and  no  matter  what  they  find. 
Most  vehicles  get  only  a passing  glance. 

Resources  control  on  the  waterways  has  some  of  the  same  problems.  A 
Vietnamese  speakir.g  interpreter  is  supposed  to  be  on  board  each  vessel 
but  often  there  is  none.  With  interdictic,".  on  the  water,  there. is  no  room 
to  \inload  and  search  a craft  properly.  Ar.d  again  there  is  the  problem  of 
the  manifests. 


a 
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Possibilities  for  Improvements 

First,  emphasis  should  be  placed  cn  getting  more  out  of  the  present 
program.  The  scope  of  interdiction  should  be  reduced  from  country-wide 
resources  control  to  interdicting  supplies  on  their  way  to  the  main  force 
units.  Check  points  should  be  mobile  and  should  be  along  the  main  force 
units*  possible  lines  of  supply.  Financial  incentives  should  be  provided  for 
the  resources  control  police.  Rafts  and  piers  are  needed  to  unload  and 
thoroughly  search  junks  and  san^ans.  The  requirements  of  the  manifest  should 
be  dropped  and  a small  list  of  items  (arms,  ammunition,  etc.)  should  be 
contraband  in  all  cases. 


-4 


Second,  more  effort  should  be  concentrated  on  establishing,  funding  and 
publicizing  a system  of  financial  rewards.  In  counterinsurgency  economic 
warfare,  this  is  likely  to  have  the  greatest  payoff. 

Under  counterinsvirgency,  when  two  governments  are  competing  for  the 
allegiance  of  the  same  population  while  at  the  same  time  trying  to  destroy 
the  effectiveness  of  the  opposition,  tension  and  divided  loyalties  are 
inevitable.'  There  is  an  opportunity  to  take  advantage  of  this  situation 
with  a positive  economic  warfare  program  cf  financial  rewards  for  such 
things  as  defection,  information  and  turn-in  of  weapons. 

The  advantages  of  an  effective  rewards  program  are  obvious  - elimination 
of  VC  at  a low  cost  (both  in  terms  of  money  and  lives),  the  opportunity  for 
sowing  seeds  of  distrust  ot  divide  the  cadre  from  the  pecple,  and  the 
possibility  through  informants  of  eliminatLng  VC  political  cadre  not  often 
caught  in  military  operations. 


a 
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Rewai’ds  alcna  are  unlikely  to  produce  many  defeotcrs  or  informants. 
People  defect  for  various  and  complex  t’easons  - of  the!:;  purely 
personal.  Presently  many  are  defecting  because  of  hardships  causea  by 
military  action.  But  an  adequate  system  of  rewards  cotild  be  marginally 
quite  effective.  Sven  if  only  low  level  VC  are  thus  induced  to  defect, 
many  of  them  have  quite  valuable  information  and  in  large  enough  numbers, 
low  level  VC  are  in^jortant.  iCo  organization  can  be  nne  with  only  chiefs 
and  no  Indians. 


Setting  the  appropriate  level  of  re’.7ards  is  both  difficult  and  inportant. 
What  is  not  known  is  the  elasticity  of  supply  for  defectors,  weapons  or 
information.  Cost-benefit  calculations  are  rot  easy.  For  instance,  the 
time  and  effort  needed  to  process  the  additional  flow  of  worthless  information 
I which  will  inevitably  accompany  higher  rewards  needs  to  be  included  as  a 

cost. 

The  other  major  concern  in  any  rewards  system  is  the  prevention  of  fraud, 
(e.g.,  people  stealing  weapons  just  to  turn  them  in  again).  It  is  difficult 
to  design  a rewards  system  which  cannot  be  corrupted  even  by  officials  on 
the  GVK-  side. 

Finally  and  most  important,  much  more  study  and  experimentation  is 
needed  on  economic  warfare  in  SVII.  In  order  not  to  be  counter-productive 
or  to  waste  precious  resources,  economic  warfare  must  proceed  carefully  with 
I I study  and  experimentation  on  a small  scale  before  a plan  is  put  into  general 

f policy.  Experimentation  to  help  detexnnine,  for  exanple,  the  elasticity  of 

1 supply  in  a financial  rewards  program  or  to  determine  the  most  effective 

placement  of  interdiction  poJjits  would  be  most  helpful.  The  logistics 
system  and  resource  requirements  of  the  VC  are  also  exanple s of  subjects 
which  need  a great  deal  of  attention. 

All  of  this  is  not  vary  encouraging  for  those  who  look  to  economic 
warfare  as  providinjf  a quick  solution  to  the  present  conflict.  But  there 
are  no  quick  solutions.  All  the  programs  with  potentially  quick  results 
I have  been  tried  and  most  have  failed.  Anything  that  is  worth  doing  in 

I SVN,  and  economic  warfare  ^ worth  doing,  will  take  time  to  do  properly. 

I Economic  warfare,  like  so  many  other  thJngs  in  a counterinsurgency  situation 

[ must  be  leaxnxed. 

i 
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ECOimtEO  HASFAiiE  AGAItBT  IKE 


J ^ m*  m» 


A REBUTTAL 


AID  had  furnished  conuients  ir.  vi-cuttal  to  the  June  Southeast  Asia 
Analysis  Report  article  (pages  10-13;  •:r.ich  challenged  the  effectiveness 
of  road-blocks  and  water-craft  con-rrcl  in  interdicting  the  VC/lP/A  supply 
system.  AID' s -comments  follow: 

"Last  month's  article  indicates  a less  than  con^jlete  understanding 
of  the  Resources  Control  Program,  its  organization  and  its  intact  on  Viet 
Cong  operations.  For  exaaiple,  the  statement  is  made  that  the  Resources 
Control  Program  achieves  very  little,  that  the  checkpoints  on  land  are  al- 
most entirely  stationary,  that  they  can  easily  be  circunr/ented,  etc.  As 
a natter  of  fact,  the  Vietnamese  Rational  Police  operate  643  checkpoints; 
some  fixed,  some  mobile,  some  land,  soma  water  and  some  combinations.  352 
land,  103  water  and  43  combination  fixed  checkpoints  are  in  operation  by 
the  National  Police  along  with  112  mobile  land,  15  mobile  water  and  l8 
mobile  combination  checkpoints. 

"^■Jhile  it  is  recognized  that  no  system  of  controls  or  interdiction 
can  be  100  percent  foolproof,  tne  solid  results  which  have  been  achieved 
in  the  Resources  Control  Program  can  not  be  overlooked.  For  example, 

292,000  individuals  have  been  arrested  in  this  program,  including  15,780 
Viet  Cong  and  Viet  Cong  suspects;  9,y30  ARVI^  deserters  have  been  arrested 
along  with  85,875  draft  evaders;.  9>570,COO  kilos. of  foodstuffs  have  been 
confiscated,  as  have  327»000  units  of  medicines,  drugs  and  antibiotics. 

Some  dramatic  seizures  have  occurred.  For  exanple,  that  of  15  tons  of 
sheet  steel,  steel  rods  and  steel  pipes  destined  for  a VC  cottage  industry 
gun  g'f'tory  and  the  seizure  of  a meral  working  lathe  being  delivered  by  a 
women  t the  VC.  There  can  be  no  question  that  seizures  of  such  magnitude 
as  these  hav«>  had  an  inportant  effect  on  the  VC  supply  activity.  For  ex- 
anple,  the  . xeckpoint  operation  has  forced  the  VC  to  disperse  their  supply 
carriers  and  has  forced  them  to  tedte  special  measures  to  evade  confiscation. 
Obviously  in  the  face  of  these  statistics  the  statement  that  the  Vietnamese 
National  Police  Resources  Control  Program  achieves  very  little  does  not  jibe 
with  the  facts. 

"Resources  Control  as  presently  ioplemented  deals  with  intermittent 
violators  and  at  a low  level.  Rith  few  exceptions,  RC  checkpoints  do  not 
search  militsuy  vehicles.  There  is  room  to  believe  that  many  military 
vehicles  are  used  for  illegal  movement  of  goods.  To  eliminate  such  prac- 
tices where  they  exist,  RC  checkpoints  must  be  maintained  on  a 24-hour-a- 
day  basis  and  provided  with  the  unquestioned  authority  to  halt  any  vehicle. 
This  requires  GVN  action  to  permit  the  legal  exercise  of  police  authority 
at  checkpoints  and  QC  (Military  Police),  or  other  personnel,  to  backstop 
this  exercise  of  authority.  The  lack  of  wholehearted  GVN  enthusiasm  is 
often  attributed  to  their  concern  for  abusing  the  sensitivities • of  the 
population.  It  is  extremely  doubtful  that  this  contention  has  much  val- 
idy  since  the  ARVN,  Marines  ana  other  T.li  military  organizations  have 
been  grossly  and  knovfingly  abusing  m.hese  sensitivities  for  years  with 
little  hinderance. 
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"The  analysis  indicates  that  the  VC  vill  spend  6 hillion  piastres 
in  cy  1967  for  essential  supplies  in  Vietnam.  Ohviouslj'-,  the  introduction 
of  a new  currenc^'j  vlth  surprise,  v/ould  deal  them  a shattering  "blow  in  any 
given  year.  Such  a project  could  only  be  accomplished  if  closely  held  with- 
in the  GVII  structure.  There  is  more  than  a little  room  for  doubt  that  such 
a project  could  be  kept  under  waps  in  view  of  the  VC  connection  and  infil- 
tration. However,  this  is-  the  scope  of  thinking  vfhich  is  demanded. 

"The  heart  of  economic  warfare,  similar  to  the  heart  of  anticorruption 
measures,  rests  with  the  G'/JI.  If  the  desire  to  properly  address  the  problem 
does  not  sincerely  exist  within  the  go^'ernment  structure,  suitable  results 
are  unlikely  to  obtain." 


I !Rie  AID  comments  are  a useful  addition  to  our  information.  Unfortun- 

I ately,  the  AIL  numbers  do  not  help  too  much  in  assessing  the  efficiency  of 

< ••  the  operation.  jAre  the  figures  a large  percentage  of  the  total,  or  only 

I a small  percentage?  To  illustrate,  since  the  National  Police  Force  began 

; the  Resources*  Control  Progr..'m  in  1964,  158,800  AHVN  troops  have  deserted. 

I Resources  Control  checkpoints  have  apparently  arrested  only  9»930  or  6%  of 

i these  deserters.  Similarly,  the  figures  show  how  many  supplies  Resources 

i Control  has  confiscated,  but  we  do  not  know  how  much  has  been  missed. 

1 A number  of  changes  in  the  Resources  Control  Program  might  ir^irove  it 

1 without  needing  significant  additional  resources.  The  scope  of  interdiction 

could  be  reduced  from  country-wide  resources  control  to  interdicting 
supplies  on  their  way  to  main  force  units.  All  checkpoints  should  be 
I ^ mobile,  not  just  the  23^  mentioned  in  the  previous  article.  Financial  in- 

> centives  (more  confiscations,  more  pay)  should  be  supplied  for  Resources 

Control  police.  The  requirements  of  the  manifest  should  be  dropped  (mani- 
bests  are  easily  bought  or  forged)  and  a small  list  of  critical  items 
; (arms,  ammunition,  etc.)  should  be  declared  contraband. 

• We  would  welcome  readers’  comments. 


I 


S 

I 

i 


CONFIDENTIAL 


130 


CONFIDENTIAL 

SOCIAL  AND  ECCKOmC  DEVELOE®:!  T.:  TKZ  ST.:  I-ZC-HLAIDS 


A recent  RAND  study*  states  the  need,  for  GVIi  to  ■vrf.n  the  Highlanders’ 
(iJontagnard)  support  in  order  to  gain  control  of  the  strategic  juountain  areas 
of  SVN.  GVN  must  move  quickly  to  g'^ant  seme  local  autoncooy,  raise  agricul- 
tural production,  improve  schools,  ...■re and  Highlander  courts,  grant  clear  land 
titles,  and  increase  Highlander  psxticipation  in  the  central  government. 

The  French  let  the  Highlanders  cultivate  their  own  language,  customs  and 
courts  of  justice,  thus  leaving  their  connection  vith  national  institutions 
quite  loose.  In  contrast,  the  Diem  government  tried  to  assimilate  the  High- 
landers into  Vietnamese  society  in  vays  that  aroused  discontent,  active  protest 
movements  (such  as  illUlO)  and  even  armed  rebellion*  Despite  past  setbacks  in 
the  Hlghlanders-QVN  relationship,  the  climate  for  resolving  major  difficulties 
is  novr  favorable;  QVH  must  e:g;>loit  it  proudly  to  gain  highlander  support  and 
avoid  future  conflict  tdiich  vculd  hurt  the  var  effort. 

The  GVN  vculd  reap  many  benefits  from  active  Highlander  support.  It  would 
acquire  3000-^000  armed  FULEtO  troops  skilled  in  jungle  warfare  and  very  famil- 
iar with  the  mountain  terrain  near  Cambodia.  Itoreover,  GVN  could  greatly  im- 
prove its  intelligence  network  at  the  village  level  in  areas  \diere  FUUIO  has  a 
strong  popular  foUewing,  Ultimately,  a mutual  accemodation  would  serve  the 
in^ortant  cibjective  of  weaving  the  various  ethnic  groups  into  the  fabric  of 
Vietnamese  society. 

In  return  for  their  support,  the  Highlanders  seek  GVN  guarantees  that  will 
leave  their  people  free  to  preserve  their  languages  and  customs  >Mle  granting 
them*  opportunities  for  greater  participation  in  Vietnamese  political  IjLfe  and 
for  more  direct  control  over  the  administration  of  the  Highlands.  Despite  much 
-vacillation,  the  GVN  has  made  seme  progress  towards  convincing  the  Highlanders 
of  its  good  faith*  GVN  most  learn  more  about  Hlghlt^ers  needs  and  become  more 
responsl-ve  to  them.  It  must  act  pronely  to  raise  Highlander  agriculture  from 
subsistence  to  cash  crop .level,  provide  more  schools,  give  Highlanders  clear 
title  to  the  land  they  now  farm,  slowly  expand  and  increase  the  conpetence  cf 
the  Highland  law  courts,  and  give  Highlanders  greater  representation  in  -the 
central  government. 


^^-528i-ARPA,  Maj’-  196?  t "The  Highland  People  of  Vietnam:  Social  and 
Eccmomic  De-velopment  (u),”  Gerald  C,  Hiokay, 
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Rt:e  Production  and  Cousumptiop. 


In  1963,  SVIC  exported  322.6  thousand  tons  of  rice.  In  I966, 

434.0  thousand  tons  of  rice  were  iaported  (see  Table  l).  This  is 
a net  change  of  756.6  thousand  tonsT  (An  even  higher  level  of 
imports > 760.0  thousand  tons>  is  predicted  for  CY  1967.) 

The  reasons  for  this  dramatic  shift  are  basically  two;  decreased 
production  and  increased  consun5)tior..  Decreased  production  is  the 
most  ingiortant  reason.  Between  1963  and  I966,  war  disruptions, 
the  popularity  of  other  crops  (e.g.,  vegetables)  and  the  movement 
of  labor  into  other  employment  resulted  in  an  estimated  drop  in 
rice  pMduction  of  434.0  thousand  tons.  (See  Column  1 of  Table  l). 

Deliveries  to  Saigon  have  also  dropped  (Column  2)  and  are  now  a 
lower  percentage  of  estimated  production  than  prior  to  1963  (See 
Column  r). 

Decreased  production  than  is  estimated  to  account  for  480.0 
thousand  tons  (or  63  percent)  of  the  net  change  (756.6  thouseuid 
tons)  in  SVN's  rice  trade  since  1963.  The  remainder  (276.6  thousand 
tons)  is  attributed  to  increased  consumption. 

Consiut^tion  (production  less  escports  plus  imports)  is  estimated 
to  have  increased  from  2,717.4  thousand  tons  in  I963  to  2,984.0 
thousand  tons  in  I966.  This  is'  primarily  due  to  population  increases 
(estimated  to  be  growing  at  2.8  percent  per  year).'  Table  2 indicates 
that  rice  consumption  per  person  has  not  increased  significantly. 

These  estimates  are  very  rough.  Both  the  production  estimates  and 
the  pop'rlation  estimates  are  not  very  reliable  and  this  calculation 
allows  for  no  rice  losses  (war  destruction,  illegal  eatports, 
animal  feed,  etc.). 

SVN  will  not  be  able  to  export  rice  in  the  future  unless 
production  can  be  increased  above  previous  peaks.  In  I966,  con- 
sunption  was  2,934.0  thousand  tons  - slightly  lower  than  recent 
peak  production  years  of  i960  and  I963. 

We  do  not  know  how  much  rice,  if  any,  has  been  shipped  •co  Cambodia.  Those  ■ 
who  claim  that  such  shipments  are  large  estimate  much  higher  pro- 
duction than  those  figures  given  in  Table  1.  Shipments  to  Cambodia 
were  thought  to  take  place  because  of  the  higher  price  for  rice 
in  Cambodia.  Since  the  recent  price  increase  in  Saigon,  the 
reverse  is  true  and  there  is  some  evidence  that  rice  is  now  ccmdng 
into  Vietnam  froa  Cambodia. 
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SOUTH  '/iehia:-!  ?.ice 

(Production,  Saigon  Deliveries,  Ejqjorts,  Imports) 
(Thousand  Metric  Tons) 


Year 

Estimated 
Production  ■ 
Milled  Rice  5/ 

Deliveries 
to  Saigon 

Deliveries 
as  a percent 
of  Production 

Exports 

Imports 

1957 

- 

434.1 

- 

183.9 

0 

1958 

1,915.2 

426.5 

22.3 

112.7 

6 

1959 

2,6i4.8 

575.6 

22.0 

245.7 

0 

i960 

3,055.2 

562.3- 

18.4 

34o.O 

0 

1961 

2,973.0 

553.8 

18.6 

154.4 

0 

1962 

2,764.2 

580.3 

21.0 

83.9 

25.0 

1963 

3,030.0 

727.3 

24.0 

322.6 

0 

1964 

2,790.0 

505.3 

18.0 

48.6 

0 

1965 

2,700.0 

420.6 

15.6 

0 

123.0 

1966 

2,550.0 

308.0 

12.1 

0 

434*0 

1967 

m 

230.0 

(est) 

0 

0 

760.0 

(est) 

r 

F 


Estimate s'fraa  Joint  Eatoassy/AID  Economics  Division. 
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Rice  Problems  in  SVN 

In  five  years  Vietnam  has  shifted  from  exporting  300,000  tons  of  rice  to 
iii5>orting  900,000  tons.  This  has  created  a major  problem  of  inter-region  and 
inter-province  distribution.  Voile  ports  are  adequate,  warehouse  facilities 
are  not,  placing  a heavy  burden  cm  the  commercial  trucking  industry  outside  of  ' 
Saigon.  This  industry,  in  turn,  sanmcx  move  rice  in  the  quantities  required, 
along  with  other  cargoes.  We  must  quickly  insure  pronqtt  distribution  of  rice 
to  local  markets  to  avoid  widespread  popular  discontent  in  secure  and  contested 
areas,  rapid  rises  in  rice  prices,  and  inadequate  assistance  to  the  expanding 
refugee  population.  The  answer  appears  to  be  the  use  of  military  assets  to.  aug- 
ment commercial  trucks  in  the  dismricumioc  of  rice.  But  we  have  no  current 
plans  to  do  so  nor  have  we  examined  the  effects  such  s diversion  of  military 
assets  would  have  on  the  capacity  of  and  TiWS  to  carry  out  cojnbat  and 

pacification  operations. 


Rice  production  in  Vietnam  has  shewn  a steady  marked  decline  for  the  past 
five  years  (see  Table  l).  This  decline  is  paralleled,  with  the  exception  of 
the  1964/65  period,  by  a reduction  in  the  number  of  hectares  under  rice  cultiva- 
tions. Yield  (metric  tons/hectare)  has  remained  relatively  constant  throughout 
the  same  period. 

TABI2  1 

SOUTH  ’/HTSAM  RICE 
(Rroductlon,  Area  Cultivated,  Yield) 


Estimated  Production 
Year  Milled  Rice  ^ 


Number  of  Hectares 
Rice  Cultivated  ^ 


Yield 


1962/63 

3123.0 

2479 

' 2,1 

1963/64 

3142.0 

2538 

2.1 

1964/65 

3110.0 

2562 

2.0 

1965/66 

2893.2 

2429 

2.0 

1966/67 

2601.6 

2295 

1.9 

a/  Rice  year  begins  June  1 and  ends  May  30  of  the  next  year. 

Data  through  1966  from  USAID  Annuel  Statistical  Bulletin,  Vietnam  #10. 

1967  data  estimated  from  USDA,  Seen  Research  Service  Rice  Situation  (RS-ll) 
January  1967. 
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Through  the  saae  period  South  Vietnam's  rice  export  trade  disappeared 
and  produced  the  reauirement  for  substantial  imports  of  rice  from  the^UG, 

Taiwan,  and  Thailand.  This  si-cuation  presumably’-  is  due  to  increasea  VC  activity 

and  the  reduction  in  hectares  producing  rice.  Pertinent  statistics  appear 
in  Table  2. 

TABLE  2 

SOUTH  VIETNAM  RICE;’  EXPORTS/iMPORTS  (Metric  Tons) 


Year 

Exports 

Imports 

1963 

322.6 

0 

1964 

48.6 

0 

1965  . 

0 

123.0 

1966 

0 

■ 434.0 

1967 

0 

. 900.0 

a/ American  Embassy, Saigon. 

The  900,000  tons  of  ing?orts  in  1967  is  too  precise.  It  includes  100,000  tons 
from  Thailand  and  20,000  tons  frm  Taiwan  with  the  residual  of  .780,000  tons  to 
be  furnished  by  the  US  under  Title  1,  PL  4^.  At  the  present  time,  the  G7N  has 
coopleted  purchase  of  only  30,000  tons  of  Thai  rice,  making  a firm  order  of 
only  810,000  tons,  ifawever,  if  the  US  ships  the  other  90,000  tons  and  the 
GfVN  then  buys  the  70,000  ton  balance  from  Thailand,  inports  could  go  to  970,000 
tons. 

The  6VH  estimates  the  consusption  deficit  (the  difference  between 
estimated  production  and  consunption  conputed  by  multiplying  average  per  capita 
consusption  times  population  either  in  secure  or  contested  areas)  is  approximately 
1.1  million  tons.  A possible  explanation  of  the  ' iriance  between  projected 
imports  and  the  consunption  deficit  is  that  rice'^  )ductidn  is  decreasing  faster 
than  the  statistics  indicate j for  example,  -war  damage  is  commonly  mentioned 
by  refugees,  POW’s  and  ralllers  as  a cause  of  decreased  production.  Also  the 
flow  of  refugees  into  urban  areas  would  lead  us  to  expect  both  decreased  rice 
surplus  in  previous  e:iqport  areas.  A deficit  of  1.1  million  tons  and  Inports 
of  900,000  tons  would  mean  a serious  food  shortage  and  popular  unrest. 

Distribution 

The  magnitude  of  rice  pioduction/deflcit  problem  is  farther  conpounded  by 
distribution  Inadequacies.  Historically  Vietnam's  prolific  rice  harvest  in  the 
Mekong  Delta  region  and  its  waterway  system  were  a happy  combination.  Barge 
transportation  was  an  inexpensive  and  convenient  means  of  getting  a large  volume 
of  paddy  rice  from  the  producing  area  to  Saigon's  milling,marketing,  and  e^qport- 


CONFIDENTIAL 


ing  facilities.  However,  increased  Vie"  7:r.g  activities  and  the  controlled 
low  price  in  Saigon  have  lessened  both  the  level  of  production  and  the  use  of 
the  waterways  to  transport  rice  to  Saigon.  Jurthenaore,  the  rest  of  SVH 
historically  has  produced  enough  rice  to  meet  its  consuaption  needs.  However, 
the  war  (security  conditions,  coabat  operations,  refugees.,  etc.)  has.  made  this 
into  a rice  deficit,  area. 

. Rice  is  imported  and  distributed  through  the  four  port  areas  of  Saigon, 
Quinhon,  Nha  Trang  and  Danang.  Sach  of  the  port  areas  have  the  capacity  to 
handle  rice  in  the  amounts  required;  however,  in  spite  of  an  expanded  war.ehouse 
construction  effort,  there  is  a storage  deficiency  in  each  area.  This  deficiency 
can  be  offset  by  more  rapid  distribution  of  rice  within  the  region  or  province 
utilizing  tzoicks.  The  trucking  industry  of  Vietnam,  however,  by  all  indications, 
is  not  capable  of  handling  a problem  of  ~his  magnitude.  For  exalte,  trucking 
firms  own  limited  rolling  stock  and  restrict  their  rice  aerations  due  to 
security  conditions,  profitability  of  alternative  cargoes  such  as  human  passengers 
and  the  hig  • rice  "squeeze"  jit  GVN  check  pointa  The  latter  derives  from  the 
portability  and  immediate  resale  value  of  rice  as  opposed  to  such  itms  as  a 
piece  of  machinery  with  a stashed  serial  number. 

I CTZ,  A Case  Study 

I CTZ  illustrates  the  distribution  problem  most  clearly.  Table  3 indicates 
the  1967  production  estimate  of  rice  based  on  the  civilian  population  living  in 
secure  and  contested  areas. 


TABIS  3 

I CTZ  REQUIBS!-2IITS  FOR  .MII<LED  BICE 


Population  in  Secure  and  Contested  AreasS/  1,731»000 
X Annual  Per  Capita  Consuaiption.  (!-JT  X .144 
* Total  Requirement  (Ml)  249,bo6 

Total  Requirement  (MT)  249,000 
Less  Estimated  Production  (MT)  -99 >000 
Import  Requirement  (MT)  1^0,000 


^ Total  I CTZ  Population  = 2,375,000 

The  extent  of  the  decline  of  rice  production  in  I CTZ  is  shown  below 
in  .Tftble  4,  The  decline  in  production  bevween  1963-1967  is  or  approxi- 
mately three  times  the  national  average,  and  has  occurred  most  markedly  in 
the  past  year  and  a half.  It  is  probably  iue  to  the  intensity  of  the  cc»d)at 
and  pacification  efforts. 


CONFIDENTIAL 


42 


137 


TABLE  U 


I CTZ  RICE  PRCSUCTION  (1963,  65  & 6?) 
KfTT.TED  RICE  (UNIT  IN  M/T). 


Qaang  Tri 
Thu&  Thien 
Qjiaag  Nam 
Q;uang  Tla 
Quaog  Ngai 
Total 


17,600 

31,900 

39,000 

33,300 

66.000 

iwt® 


is^ 

13,750 

3‘t,650 

36,225 

46,200 

22,000 

155^^ 


1967  ^ 

14,700 

30.300 

13,500 

22.300 
18,000 
96,^ 


'Source:  US  Alii’ Agriculture  Division,  I CTZ,  Sep  6T, 


During  1967  the  ci^an  otb«  caJSe^%uS“aa 

inadequate  to  move  150,000  ^ ^ supplies,  and  manufactured 

fertUizer,  human  passengers,  livwtodc , reli^  a ^ j 

goods.  However,  AID/Vietnam  estimates  t^t  the  Saigon  area,  for 

SVN  1*0,000  he  needed  ^ust  to  move  the  I CTZ  rice 

rice  hauling.  About  4W  5 other  demands  in  I CTZ  on  the 

requirement.  trucks  the  commercial  truck  system 

sBvaH  number  of  available  . transnortation  vas  made  up  by  ARTS  a^ 

inadequate.  The  ^ long-term  effects  remain 

IVMftF  on  an  ’’as  needed  basis.  a w effect  .on  the  ability  or 

rSe  use  f l^d^c^Sy  after  the  var. 

the  South  Vietnamese  to  maintain  a sv,w 
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